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Prices and incomes commission 


Commission des prix et des revenus 


= January 13, 1970. 


Statement by John H. Young, Chairman, 


Prices and Incomes Commission 


The Commission has recognized from the begin- 
ning of its discussions with private interest groups that 
as soon as it became clear that a programme of restraint 
was possible, serious problems might arise from price 
increases announced in the interval before the formal 


institution of such a programme. 


This timely action by the Federal Government 
removes this concern and is clearly a further indication 
of the government's determination to bring the present 


inflation under control. 
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January 14) #6970 


Statement by John H. Young, Chairman 


Prices and Incomes Commission 


—_— 


— 


The Commission has now received letters from 
Mr. Leonard Wills, President of the Canadian Manufacturers 
Association, and from Mr. Allyn Taylor, President, and 
Mr. Donald Byers, Chairman of the Executive, Gr che 
Canadian Chamber of Commerce, in response to pricing criteria 


proposed to these bodies by the Commission for 1970. 


The action taken by the Canadian Manufacturers 
Association and the Canadian Chamber of Commerce is welcomed 
by the Commission as a positive step by business leaders to 


Ceal witheimmftlatvion: 


The Commission recognizes that it has not been 
easy to reach a collective view and appreciates the serious 
efforts that have been made by all those concerned to come 


to grips with this difficult problem facing the whole economy. 


The statements that have been received will now 
be carefully studied by the Commission and further steps will 


be announced as soon as possible. 
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January 20, 1970. 


NEWS RELEASE 


National Conference on Price Stability, 


February 9 = 205: 1970 


A National Conference on Price Stability will be 
held in Ottawa February 9 SW 1970, John H. Young, 
Chairman of the Prices and Incomes Commission, announced 


today. 


Leading representatives of the Canadian business 
community will be discussing specific pricing criteria for 
1970 as part of a national program to bring the current 
inflation under control. It is expected that more than 


250 delegates will attend. 


The Commission has concluded, after consultations 
with the Canadian business community, that there is broad 
support for a price restraint program as a first step in 


slowing down the race between price and cost increases. 


To the extent that business firms can show that 


price increases in 1970 are-less than needed to cover cost 


! — r he > ~ ; i i : j ay 
en ish sina antt haa ybebulonop sed aodazimmod eA 


oie cy eoneio2n0. isnoitels £ 
de cpeZ tha at F "omit 


ip eet semwoe “a ato jpotet eOL: ayy yusexdst 8u8220 ab’ 
_ Bepmonas, sekeeinuo> oe nite eooed edd t0 somes 


saeanieud asibeas> sds to e9v isnIneasigex paibsod, 
x03 sites ino Paketeg oitioega paleauag sb? ad LLiw vias 


» ghexws ez paixd oO: mexpOx4 LBAOLSEa & to t26q bie 


J mesct ' eta Secs bosoagne, ai $I «Loxrtnds Bn ok 


Ne 
od 


bastta ILliw eotapelas | 


ode et. ered? tony Wyataumnos assniaud neibansd eid 
ai gota gaud2 ® as Rates snisij29% en itg & ate 
arean asad JR09 Sas eolaq nsaws od SO6% odd | 


increases, efforts to persuade others of the need to 
restrain increases in wage and salary costs and other forms 


of income will be greatly strengthened. 


The views of the business representatives will be 
sought on the Commission's plan to conduct price reviews on 
its own initiative and to ask for business co-operation in 


keeping it informed of price developments. 


The Conference,- to be held at the Canadian 
Government Conference Centre, will include sessions open to 
representatives of the news media. A full agenda and other 


details will be announced later. 
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Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto 


https://archive.org/details/31 761118951110 


UDlICation,- 


Conference on Price Stability, 


Ottawa, February Diet oOo 0 


Background Paper 


Why this conference is being held and what it 
is intended to achieve are best understood with some 
knowledge of the events which preceded it and of the 


further steps which it is hoped will follow from it. 


The body which is sponsoring the conference, 
the Prices and Incomes Commission, is an independent 
agency established last June by the federal government 
"to inquire into and report upon the causes, processes 
and consequences of inflation and to inform those making 
current price and income decisions, the general public and 


the Government on how price stability may best be achieved" 


On August 6th the Commission announced that a 
plan of concerted nation-wide action to restore price 
stability was under intensive exploration with the 
federal and provincial governments and with representatives 


of the business community, unions and other groups. 


The basic idea on which this initiative was 
based was as follows. It. seemed clear to the Commission 
that the governments both :-of Canada and of the United 
States had come to the conclusion - and rightly so - that 


they had no alternative but to bring the current inflation 
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to an end one way or another. Both governments were 
actively applying measures:of credit and budgetary restraint 
designed to curb the Epes of public and private spending 
in their economies. As these measures began to take hold, 
markets for goods and Beeyieee could be expected to soften 
but, given the pervasiveness and momentum of the inflation 
end the strength of the inflationary psychology, it might 
well take a considerable Eine for price and income increases 
to slow down. In the nee ee Lt would be very difficult 
to avoid, perhaps for a protracted period, adverse side 
effects which no one wanted —- an interruption in the growth 
of production in the econoity, a serious profit squeeze and 


a temporary rise in unemployment. 


It seemed to ret Commenaion that a smoother, 
shorter and less painful transition back to price stability 
could be achieved if some way could be found to cut 
directly into the spiralling process of price and income 
increases with the object of slowing it down more rapidly 
than seemed likely otherwise. If this could be done, it 
might be possible to moderate government policies of 
budgetary and credit restraint earlier and soften some 


of their most painful side effects. 


The Commission realized that it was quite 
unrealistic to expect any ‘individual or group, acting 


alone, to take the initiative in offering co-operation. | 
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It was conceivable, foweuee? that a great many people and 
organizations would be Pune to help, for a temporary 
period, as part of a nation-wide effort and in ways which 
had been worked out in consultation with representatives 
of all major clements in the community. Such a plan would 
mean working out a set of specific undertakings to be asked 
of business, labour, other private groups and governments, 
designed to achieve a substantial across-the-board 

scaling down of price and income increases during the 
coming year. Methods and: procedures would also have to be 
devised for ensuring that’ the spirit of these undertakings 


was being observed in practice. 


During the summer and early autumn the Colin ssion 
held close to one hundred meetings of various kinds with 
representative groups of business men, labour leaders, 
government officials and others in an attempt to arrive at 
a comprehensive set of undertakings for which widespread 
support throughout the community could reasonably be 


expected. 


This phase of the Commission's efforts came 
to an end on October 17th when the leaders of the two 
major trade union federations in Canada rejected as 
impractical any approach to the problem which 
incorporated an explicit formula limiting wage and 


salary increases. An alternative approach suggested 
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eae 
by the labour leaders was to concentrate on confining 
price increases to those which could be justified by a 
corresponding increase inthe firm's total production 


costs including wage and salary increases. 


In view of the position taken by the labour 
federations, the Commission decided to try a different 
tack - one that was not inconsistent with the general 


approach suggested by the trade union leaders. 


The first step would be to try to work out, 
through informal consultation with business executives 
representative of eae nduetea oer specific criteria 
Por business pricing policies during 1970 which,. 1£ 
widely observed, would result in fewer and smaller price 
increases than might occur otherwise. Such 
criteria would necessarily require of business firms a 
meaningful effort on their part to do as much to limit 
price increases as could reasonably be expected of them 
in the absence of corresponding restraints on wage, 


salary and other income increases. 


If suitable criteria could be worked out 
at a national conference EC mpdoanear ice of all parts 
of the business community, the Cau ie eion would then 
ask business firms generally to observe such criteria 
in their pricing policies, during 1970. It would 


also -ask for the co-operation of major corporations 
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in keeping it informed in advance of developments in 
their pricing policies. The Commission would indicate 
its intention of conducting price reviews on its own 
initiative in various industries in order to determine 
whether or not these criteria were being observed. Its 
findings would be reported’ to” the’ public” ana” to” the 
appropriate level of government for consideration of 
possible forms of sanctions in cases where the price 


increase could not be shown to be justified. 


There would be opportunity in the course of 
such price eee to Seo wine the impact on prices of 
related cost developments including wage and salary 
increases. The Commission would be prepared to express 
a view on whether or not particular increases could be 
regarded as reasonable in the circumstances and consistent 


with the national interest. 


In mid-January 1970 the Commission decided 
that sufficient progress had been made in the course of 
detailed discussions with.business representatives over 
an extended period to justify proceeding with a national 
conference. The Commission received specific proposals 
both from The Canadian Manufacturers Association and 
from The Canadian Chamber: of Commerce indicating the 
precise nature of the undertaking that the Executive 
Councils of these bodies were prepared to recommend to 
their member companies ore guide to their pricing policies 


gurang 1970. 
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The main points proposed by The Canadian 


Manufacturers Association were as follows. 


"A company would’ be justified in raising a 
GSirestic price only if it-found that, without such an 
increase, its net profit percentage on its entire sales 
anticipated for the year would show a decline, compared 
to some appropriate base period, or that the return on 
capital invested would be inadequate "by any reasonable 
standard of comparison’. 

"A company should reduce a domestic price if its 
net profit percentage on all sales would otherwise increase 
as a result of cost declines, and where, at the same time, 


the rate of return on capital invested was already adequate. 


"If asked, firms would keep the commission 
informed of major changes in pricing policies, and would 


co-operate with the commission in price reviews." 


The formula suggested by The Canadian Chamber 
of Commerce, though pare in detail, was broadly similar. 
In the Chamber's proposal'a member firm would raise the 
price of a particular product line only if it could 
demonstrate that without such an increase its net profit 
per Unit of output, calculated on a standard volume of 
mrocuction or sales over re ates operations, would show 
a Significant decline in 1970 compared with that of some 
appropriate base period, and it would reduce prices in 
cases: where its net profit per unit of output over its 
entire operations would otherwise increase as a result 


or declines in unit costs. 


i etniog aism odT 


Law ‘Molteiooees ateiwwtosivm Dy 


aoe eB — are — c at 
ei Divow ynsqmioo A 


oh 2 r ~ 
ke . WMiAMO, oo 12 
| 
oP ee . val aly 
SL LOLS JO. 254.9 


’ < ey | ' : ; 
‘ag agmoo eai fos a wore bi pew <~sey Sds xtoz. bosaeg! 


hoe 


aa, suygox ose $add a0 boixec f oesc StaetiidqoigGs smde 
- ohdaaoanes te Ye" Basupesen ed Bivow. bogeavak Lf 
| eal i Be Bie es » noaitagsion to 4 S<sbaade 

ty 


Neg ry: eeikxe pigseman is epubs ba Silveds visamos A” a) ‘4 


 @aeszont salwzedde Blvow sslse [6s no Spssasoxsa sitexg sont" 
| | a 
oak omee edt os \Sx9dw Das weeniloob geod to tivest «6 2b. 


B , | Do 
sovsupebs: vhsorts | ZW beseovai LASLOSO Oo Hivtext 2O ost 


, , 


nokeetsamon ont 20x Bd Tow gait .,.bedes 21" 


real sdisall seuvitog enna nk 2opnsdts - 


iv Fs Or st 2o:¢ 
ae 6.8 4 "aweitos: ea ni MoLleeimmos eit tiniw e¢s 
Bie), tednsd> asibensd eit we bese fepove slumiok of? 


rm rns yabeosd a.sw Were) me Gnsersiiib dpriods .oots: 


hia Fates eeiex bivow ata wedatom tan iseodoxq 2' xsdmeAD 


! 7 yt bhdos, te a ino omit touboxg teilusis 1Ssq 6 to ook cs, ; 
hh Pr mate “ ae We 
ae : 
. er son asi oesexon ne Howe | ge Chitw jodi Ss sxtenoms 
a cy - ae ‘Gi Vel vs ‘an | oy a ae nny ae ; eid 4 i 
Me Nec nggtceara # mo bedaivelss tugtuo 0 fiag 
ao K nade 7 ie ee eB yA h che Sey bine Na 
bal \280478x9G0 erizne , 236 save eolse 10 soLgoubS 
na ul iy ge Se tu! EN ay sag a 
d dsin borage ores. ti enilood 3 nob ing 
v ¢ 


Ne i 


te Bluow 32 ae sboise 


ten 


In addition, the Chamber pointed out that some 
special problems would have to be recognized in applying 
a price restraint formula. For instance, one ‘special 
problem that would need ta be considered was that of 
products: Gold inwexport reehik Gee Further discussions would 
Daimcgui red: in Somexinstances towensune) that ctherCommitssion 
wassable ‘to. obtain, reasonabie information to assist it in 
wits) price: reviews..: THe Chamber aid not agree with the 
suggested principle of requiring advance approval for 
proposed price changes but it was sure that business would 
co-operate with the Commission Ue erry. eee of» prices) or 


price increases it might wish to make. 


Specific proposals were also under 
consideration in discussions with the Retail Council of 
Canada covering major areas of grocery retailing, department 


and chain stores and general merchandising. 


What is being asked of business firms in these 
undertakings is a degree of restraint in their pricing 
policies during 1970 beyond that which conditions in the 


markets in which they operate would require in any event. 


It is intended that the specific character 
£ 


of the undertaking asked of firms in different areas of 


business and industry would be adapted to meet the special 


é 4 j : Fe a yp ah 7 

; P ee eee ad ’ 7 

- ia es eee 
-_ ' ~ » bh ot yy al : 


as 


rte “orld 8@L7ibSs AT 


aes vow emauldorg “tateeg 
a7 arene trict 247 A 
, boon bLirow. tens mod cae 5 
. sav piel m a ; OGxKe AE ‘BiGe. oscniieel 

Chae we : 
al et, sors. becatintnt “Gio bat Us So Bel eee MO2 mi be 


: $i tek ees: it Rebsawxern Ree orOe sot MLesde O32 
ys yor OY te ‘ ‘ 

eck AG 

ona atin. a9xps von bib Seimogo oT .ewoive2 


308) Eavosqgs oodevbs, pattiops : to sigiontsa 
Blow exeniend Jods pie BAW $i Sud copasria on! 


Ty Ss saat 


(Be eeotxg to. BWR LLNS - Vim Hk MeLesinnol. ad Atiw otoxe 


: 


<aAbm oF Metw sipim ti geozsoxtoas 


te “nebay oa ie eiew elacogord witisoda 


ee a? iianuod, Lissan EF Ba ao kw Baolesuneib val noliszohiaqom® 


“4 ; + 
4) scomrx Hsqob ~wailiason YyroD0% ? te zsous “OSM pattovos sbsnaw 


9:8) ud eae Usbatetbasio-ron faxonop bas esxose nisdo Srtge 
| : * . | ; 
; exreds mas aunt melee sud 20 beoles pated 2i tsodw 
, » eaivdag mbbde fa tnkexdee% 20 Sexpob &: 2: 
fig oe nb anoitibavs obese gers broysd oes eyedaed 
he | rdedinhie 


va : dave yaa, aa | otdupon biuow etaxeqo yor? Moidw. ni 


4 i? q dl ? ’ wy ry aa , i 7 ish e | ~ ’ \ ; a by a> kee ~ 
i ive " . ig" rity 
| “wotomtedto ot tiooae ome sads Bebaosgni ei FI 
P t & ws : ‘ 


Ls to, > te pera git RO Bexes paisgexobay © 
were ids 1 Pee am | it “sn 
a a <= Fe Bont Yitevbai bas gee 


s 


+ aloe! 2 aah ; 
ye -_ 


y a : F - 2 = 
en ‘| ; Le ; ey ye 3 ry. 
ie y i oo _ » » 4 t “ 
77 ee’ : ’ ) a , « a es 
7, . 7 i ore ca 4 ’ 


ees. 3 


aM 7 
~ at Gee 

~*~ 4 
7 ) ee 
A Ba: 

ae.) 


ed: eee 
requirements of thos€areas while conforming to the 
general principle outlined above. Undertakings would be 
asked.of firms in all the maior areas of domestic 
business where such undertakings were feasible, such as 
manufacturing, wholesale cac retail trade, banking and 
ePrnance, etc. ~The Commission recognizes, of course, that 
it would not be reasonable to expect such undertakings to 
be observed in export business or in areas of domestic 
business where firms have no discretionary Control over 
Stee Eneir costs yoOrstheir prices) such as che 
Poistruction industry where prices are established through 


competitive tender. 


In administering the program and conducting 
its price reviews, the Commission will necessarily be 
giving special attention to the pricing policies of major 
firms which tend to be price leaders in their particular 
industry. Obviously, even with a considerably expanded 
staff of qualified people, the Commission will not be in 
a position to review the pricing decisions of anything 
like all the firms in the country. It will, however, be 
examining major price decisions in most important industries 
and it intends to be fair but exacting in its judgments 


of what constitutes reasonable compliance. 


The Commission fully realizes, of course, that 


{> 


what it is asking of business firms puts them in the 
position of being calied upon to take the first step in 


trying to slow down the race between price and income 
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increases, with only a hope rather than an assurance of 
the subsequent co-operation of other groups in the 
community. Obviously, however, by making it clear that 
they are prepared to forego for a time any attempt to 
add to their profits by raising prices, business men 
would be contributing Beda cy, to the chances of 
successfully extending the restraint program to cover 


the whole community. 


The results of the present conference will be 
reported to the federal and provincial governments, who 
will be asked to consider 4 number of possible ways of 
giving effective support to the efforts of business. 

The Commission will also bé pursuing its discussions 
with other private groups in order to find an. acceptable 
basis for their co-operation in the program, and it 
will be making an intensive effort to enlist the support 


of public opinion generally for the program as a whole. 


lthisenet tobe expected that a program of 
this kind, even if it should meet with a significant 
measure of success, could make it possible to bring the 
inflation to an end without any transitional difficulties 
for Canadians. It does, however, hold out the sos sural 
of reducing these difficulties ahha aia, dns and shortening 


the period of transition which lies immediately ahead. 
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REMARKS BY MR. apt YOUNG, CHAIRMAN, 


| 

| PRICES AND INCOMES COMMISSION ON THE 
| RELEASE OF THE COMMISSION'S REPORT ON 
| "STEEL AND INFLATION" 

| 
| 


On October 29, 1969, the Prices and Incomes 
Commission announced that it had decided ‘to undertake a 
fact-finding study of price, wage and cost increases in the 


Canadian steel industry’. 


This decision followed price increases averaging 


approximately six per cent on three major steel product lines 


| announced on October 24th. This was the second round of price > 


| increases in the steel industry during 1969 with prices 


having been increased in the spring on other product lines. 


In November a third series of price increases was announced 


which included the same products, the prices of which had 


been raised in the spring. 


These price increases followed closely upon major 


wage settlements between two steel companies and the United 


Steelworkers of America, calling for increased hourly employ-— 


ment costs of about $1.30 over the life of a three-year 


agreement. 
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To a public already concerned with five years 6 
rapidly rising living costs, these further price increases 
came as a particularly unpleasant shock. Prices were going 
up again and they wanted to know why. Accordingly, the 
Commission decided to dig into the facts. 

In order to obtain the information it required, the 
Commission went directly to the steel producers which make 90 
per cent of Canadian output of rolling mill products. Specific 
and detailed facts were obtained on steel prices, profits, 
financial performance, investments, material costs, labor 
costs and other pertinent aspects of the steel business. 

In addition to the Commission's work with the 
companies, meetings were arranged with representatives of 
the United Steelworkers in order to obtain additional infor- 
mation. 

After gathering and studying the information obtained 
from the companies and the union, the Commission concluded that 
the price and cost increases in the steel industry in 1969 
were clearly inconsistent with reasonable price stability. 

In 1970, the first full year in which the recent 
price and wage changes will become effective, average steel- 
making costs for the industry are estimated at $134.70 per 
ton. Using 1968 costs for purposes of comparison, this is 


an increase of $10.10 per ton, or eight per cent. Between 
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1968 and 1970, labor costs will rise from $36.80. to, $41.50 
per ton and other costs will increase from $87.80 to $93.20 
per ton. 

Anticipated average increases in 1970 revenue, due 
to 1969 price adjustments, are estimated to be $9.20 per ton. 
The price changes instituted by the industry in 1969 are likely 
to result in profits per ton of steel in 1970 of approximately 
the same level as 1968. 

These and other facts obtained by the Commission 
show neither costs nor prices taking a commanding ieee but 
rather a process whereby continuing changes occur in both 
costs and prices during an inflationary period. Cost increases 
for steelmaking in recent years ranged between five and eight 
per cent compared with price increases of six to seven per 
cent. 

Total labor cost per man-hour including wages, 
salaries, fringe benefits and compulsory government payments, 
is expected to increase by 30 per cent over the three-year 
period covered by the main labor agreements now in force. An 
increase of this size is well in excess of the four-per-cent 
average annual increase in output per man-hour which the industry 
experienced Suma the last decade. The result will be rising 
labor costs per ton in 1970, 1971 and 1972. 

All other categories of steelmaking costs per ton 


are increasing as well. 
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It has also been found that these wage and other 
cost increases are being passed on to steel consumers. Price 
increases announced during 1969 are approximately in balance 
with cost increases between 1970 and the three prior years. 

The benefits of productivity improvement in an 
industry may go entirely to its employees and shareholders in 
the form of higher wages and profits, or they may be shared in 
some degree with consumers through lower industry selling 
prices. If all prices in the economy were to rise at the same 
rate, wages or profits or both would rise more rapidly in the 
steel industry than in industries with little or no productivity 
improvement. 

This way of dividing up the benefits of productivity 
improvement in the economy, however, could not be maintained 
indefinitely. Low-productivity industries would be faced with 
a growing need to match the large increases in steel wages 
and steel profits in order to retain or add to their supply 
of labor and capital. But in the steel industry the large 
increases in wages and profits would invite the entry of more 
and more labor and capital into steelmaking from other areas 
of the economy. In time the entry of new workers and new 
capital into steelmaking would bring about a growing surplus 
of steel and a slower rate of increase in steel prices, while 


a growing scarcity of other goods and services would bring 
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about a faster rate of price increase elsewhere in the 
economy. In effect, workers and shareholders inthe "steel 
industry would be compelled by longer~run Market forces to 
share with the consumer, in the form of lagging steel prices, 
some part of the benefits available from rapid productivity 
improvement. 

There is no valid economic reason which entitles 
workers in industries like steel to expect their wages to 
rise appreciably faster, over the long run, than the wages 
of workers of comparable skill in industries where productivity 
is growing more slowly. Nor can shareholders in industries like 
steel expect their return on capital to rise faster, over the 
long run, than profits in industries with less productivity 
growth. 

The general price level is an average of the prices 

of goods and services produced over the whole range of 
industries and occupations. For the general price level to 
remain reasonably stable over time, prices in industries and 
occupations where rapid productivity improvement is feasible 
must be unchanged or declining in order to offset price increases 
in industries and occupations where there is Little scope’ for 
such gains. 

It should not be surprising that the behaviour of 


costs and prices in the steel industry in 1969 was inconsistent 
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with an early return to stability of prices generally. The 
recent level of demand for the products of the Canadian steel 
companies has been high relative to their productive capacity. 
In addition, during 1969 the Canadian steel industry found 
itself in an unusually strong competitive position vis-a-vis 
United States and off-shore suppliers with respect both to 
prices and delivery dates. In these circumstances the 
companies were able to pass on substantial cost increases to 
the consumer with little difficulty. 

If government action to reduce the pressure of 
public and private spending throughout the economy had resulted 
in a marked weakening of demand for steel products during the 
course of 1969, it seems unlikely that such large wage and 
price increases would have occurred. 

Alternatively, a more moderate softening of the 
market for steel products accompanied by a commitment on the 
part of both labor and management to limit their demands on 
the economy, as part of a general effort to scale down price 
and wage increases, could have achieved the same result with 
less adverse impact on output and employment. 

Neither set of circumstances existed at the time 
when the major wage and price decisions were being taken in 
the steel industry. Thus there was no reason to expect that 


the decisions taken in this particular industry would be more 
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consistent with general price stability than those being 
taken at the same time in other areas of the economy. 

The fact remains that during the last five years 
Canada has experienced the most serious and prolonged inflation 
of its modern peacetime history. As a result, the early 
restoration of price stability has become the most urgent 
short-term objective of national economic policy. 

The challenge facing all of us is to find a generally 
acceptable way of scaling down price and income increases 
without paying an unnecessarily high price in terms of 


unemployment and lost output. 
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March 17, 1970. 


Prices and incomes commission 
For Immediate Release 


Commission des prix et des revenus 


News Release 


The Prices and Incomes Commission has begun 

a price review into proposed increases in the price of 

tinplate. The Canadian producers, The Steel Co. of Canada 

Ltd. (Stelco), and Dominion Foundries and Steel Ltd. (Dofasco), 
have informed their customers that they propose to increase the 


prices of tinplate effective Apri ). -Loer 


On average, the proposed increase amounts to 


five per cent of the present selling price, although there are 
some variations depending on whether the product be: soba 


in coils or cut sheets. 


Finpiate Le used in a number of applications, *the 


most important of which is the manufacture of metal containers 


for foods and beverages. 


The purpose of the review is to determine whether 


the price increases are clearly less that the amount needed 


to cover the increases in each producer's costs at a normal 


volume of operation. This is the basic principle agreed 


upon at the National Conference on Price Stability and 


subsequently endorsed by the Federal—Provincial Conference 


of First Ministers. The Commission has called upon all 


business firms in the country to observe this basic principle 


in their pricing policies during 1970. 
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The review of tinplate follows closely the 
release’ last week of the Commission's study of steel rolling 
mill products. It is envisaged that the present study, which 
is limited to one product line, will be completed in two or 


three weeks. 


For Information: 995-7476 
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For Release: 2:00 p.m. E.S.T., 
April 14,. £970% 


Trebla Building, 
473 Albert Street, 
Ottawa, Canada. 


Teds 2 44995-7319 


Address delivered by 
John H. Young, 
Chairman, 
Prices and Incomes Commission, 
to the 
Calgary Chamber of Commerce 
and 
Rotary Club, 
Tuesday, April 14, 1970. 


Calgary, Alberta. 
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What I want to talk about today is the size 
of pay increases that those of us who earn a wage or a 
salary can reasonably look forward to over the next year 
or so if we are to make decisive progress here in 


Canada in slowing down the rise in prices. 


Perhaps as good a starting point as any would 
be to summarize very briefly where things stand at 
present in the fight against inflation. I am sure that 
no one here today needs to be reminded that the inflation 
we have been experiencing for more than five years now 
has been the most severe and protracted episode of its 
kind since the Korean War in 1950-51 and that consumer 
prices have recently been running at about 4% per cent 
above the levels of a year ago. For some time now, 
both here and in the United States, government measures 
have been in place which are designed to bring the 
inflation under control by restricting the growth of 


public and private spending. 


The effects of these measures have been slow 
to appear, but in recent months their impact has become 
increasingly visible. The softening sales picture which 
has been apparent for some time in industries such as 
automobiles has begun to affect a wider area of business 
activity. Caught between the pressure of continuing 


cost increases and these more difficult market conditions, 
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many businesses are experiencing a growing squeeze 
on profits which was foreshadowed several months ago 
by the weakening trend of prices on chasenoue market. 
The sluggishness of sales volume has been reflected 
in a levelling out of industrial production and 
employment together with some tendency for - the 
unemployment rate to creep upward. There is as yet 
little evidence that prices are rising less rapidly, 
but it does look as though the rate of price increase 


is at least no longer accelerating. 


Apart from these signs that the forces of 
inflation both here and in the United States are 
gradually being tempered by the change in economic 
conditions, we have an additional element in the 
Situation in Canada in the form of the price restraint 
program which emerged a few weeks ago from the 
National Conference on Price Stability and the 
subsequent Federal-Provincial Conference of First 
Ministers. Business firms, farm and professional 
groups and governments now have joined together to 
try to reduce the number and size of price increases 


that would normally occur in 1970 by ensuring that 
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any price increases are clearly less than the amount 
needed to cover increases in costs. The Prices and 
Incomes Commission is conducting a growing number 

of price reviews to check on observance of this 


principle in business pricing policies. 


Lest anyone should think that all this adds 
up to more than a mildly encouraging beginning in 
bringing inflation under control, let me hasten to 
point out that one of the remaining elements in 
the picture, without which there can be no real turn 
in the tide of inflation, is still something of a 
question mark. I am referring, of course, to the 
need for a substantial moderation of the size of 
wage and salary increases below the levels of those 


granted in recent months. 


There are already some faint signs that 
the softening of markets for goods and labor (and, 
hopefully, the efforts of business and governments 
to hold down price increases together with the 
Commission's developing public information program) 
are beginning to have some sobering effect on 


attitudes toward prospective pay increases for 
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salaried employees and wage earners. At the moment, 
however, signs of more realistic behavior in such 
matters are still rather few and far between, and 
the prospective trend of labor costs continues to 
cast a disturbing shadow over the near-term outlook 
for production and employment in Canada. The 
chances of making substantial progress on this 

front have not been helped by the continued refusal 
of the leadership of the major trade union federations 
to see any good reason for the exercise of wage 
restraint by union members as part of the over-all 


program to overcome inflation. 


The Department of Labor maintains statistics 
of the average annual percentage iieraase in rates of 
pay provided for in collective bargaining agreements 
involving 500 employees or more over a wide range of 
industries. During 1969 the average annual pay increase 
over the life of such contracts was almost eight per cent. 
In contracts signed in the fourth quarter of the year 
the average increase was almost nine per cent over the 
life of the contracts and even higher over the first 
year of such contracts. The figures that I am referring to 
do not include wage settlements in the construction 


industry which have recently been running substantially 


above those elsewhere. 
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I want to emphasize that the figures I have 
quoted are averages. Some settlements have been 
significantly below these figures but others have 
been quite a bit higher. The disturbing thing is that 
increases of this magnitude have come to be widely 
regarded as reasonable and normal in present 
circumstances and that they are being granted very 
generally to unorganized wage earners and to salaried 
employees as well as to organized labor, In building 
average pay increases of this magnitude into our costs 
of production for as long as three years into the 


future, there can be no question but that 


we are compounding our economic troubles. The size 
of these increases is obviously much too high to be 


consistent with any early return to price stability. 


What is the government to do if pay 
increases of this Seat cade continue to be granted 
and employers seek to pass on to the consumer the 
resulting increase in their labor costs in the form of 
continuing large price increases? If the government 
allows pay increases of this size to be floated off 
by easing up on its spending restraints, the inflation 
of prices can only gather renewed strength and momentum. 
If the government - rightly in the Commission's 


judgment - feels that this cannot be allowed to happen 
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and that it must persist with its efforts to bring 
inflation under control, business firms will not be 
able to maintain their present levels of sales and 
output at these inflated levels of costs and prices. 
The end result, however, might well be a loss of 
production and jobs over the next year or two which 
can be avoided given more reasonable behavior 


by all concerned. 


It seems to me, in short, that common sense 
argues against the continuation of pay increases of 
the magnitude that have become typical these days. In 
the context of a determined effort to overcome this 
inflation, such increases threaten to inflict a quite 
unnecessary degree of hardship on many Canadians who 


stand to lose their jobs as a consequence. 


If pay increases averaging eight, nine or 10 per 
cent are regarded as incompatible with any significant 
reduction in the size of price increases, how does one 
go about judging what size of pay increase on the 
average would make more sense over the next year or two 
if inflation is to be overcome? Any discussion of this 
question must necessarily start with certain fundamental 
notions about the relationship between increases in 


output per person employed, wages and salaries per person 


employed and the price level. 
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perhaps the place to start is by making 
clear the distinction between apparent increases in 
income and real increases in income. Those who 
have received substantial pay increases in recent 
years are well aware of the fact that their real 
level of economic well-being has not risen nearly as 
rapidly as the number of dollars at their disposal each 
payday. The reason is, of course, that although the 
number of dollars they have to spend keeps rising, “the 
quantity of goods and services that each of these 
dollars will buy keeps shrinking. This means that 
the pay increases people have received in recent 
years have been partly illusory because much of 
their real value has been cancelled out by the rise 


in prices. 


Indeed, if people ask themselves what is 
the source of any real improvement in average levels 
of economic well-being, they should have no difficulty 
in seeing that it is the increase each year in what 
those who work produce in total that enables us to 
become collectively better of fOMTE we ook™at it in 
terms of over-all averages, it should not be hard to see 
that the average real income of people engaged in the 


productive process can rise each year by the average 
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increase in the quantity of goods and services that they 
help produce. Indeed, we can attach ball-park numbers 
to these quantities, based on typical Canadian 
experience over recent years. On the average the real 
output of the Canadian economy has tended to grow at 
something like five per cent a year, while the number of 
people employed has tended to rise at something like 

23 per cent a year. On the average, therefore, we can 
expect real output per person employed to rise ina 

| typical year by about 23 per cent and to that extent - 
and no more unless our average productivity improves - 
the average wage or salary earner can be better off in 


a meaningful sense. 


There is, of course, one qualification which 
can be of some importance over short periods, but which 
does not seem to have been very important over any long 
period of our history. “The total amount of goods and 
services that is produced in the economy is divided up 
not only among wage and salary earners, but also among 
owners who receive other forms of income such as profits, 
interest, rents, etc. It is conceivable that the average 
increase in the real income of wage and salary earners 
could rise more rapidly than the average increase in output 
per worker if employees as a group were successful in 
getting a larger slice of the total economic pie at the 


same time as the size of the pie itself was gradually 
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increasing. Indeed, this is what seems to be happening 
right now, with wage and salary income increasing in part 
at least at the expense of business profits. In other 
years, of course, the reverse has been the case. There 
are a number of difficult statistical problems in 
attempting to establish exactly what has happened to the 
share of employee income in total income over the last 
15 or 20 years. On the basis of such figures as are 
available, however, we can be reasonably sure that there 
has been a tendency for wage and salary earners to enjoy 
a larger share of the total output of the economy, 
though there is room for argument about precisely how 


large the increase has been. 


In any event, it doesn't seem very realistic 
for wage and salary earners to expect a large increase 
in their real incomes at the expense of corporate 
profits on any lasting basis. For one thing, profits 
are only about one-sixth the size of employee income, so 
that it would take a Beane reduction indeed in profits 
to make the average wage and salary earner significantly 
better off. The other reason is that if the average 
rate of return to owners of capital were to decline 
substantially for very long, the logical result would 
be a gradual drying up of new investment in Canada, 
together with a growing diversion of capital into 


investment in other countries where the return was more 
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or 
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attractive. (I would emphasize that I am referring 
here to the rate of return on investment, not to the 
amount of earnings retained within business enterprises, 


which is quite a different matter.) 


With smaller injections of new capital 
investment, it would not be possible to continue to have 
annual increases in output per person employed in this 
country of even as much as 23 per cent. I think we cemne 
take it as a reasonable approximation of the situation 
we face, then, that the average size of increases in the 
real income of wage and salary earners in Canada that are 
possible on a continuing basis, without a marked improvement 


in the growth of productivity, cannot be much more than 


N 
NIK 


per cent a year. 


An interesting implication of thiss.fagune 
which some people fail to recognize is that 
average annual wage and salary increases of this amount 
would be compatible with an unchanged price level. 
People with jobs could get an average pay increase of 
23 per cent, but there would be 23 per cent more goods 
and services per person employed to go around, so that 


prices would not have to rise. 


What happens, though, if wages and salaries increase 
on average not by 24 per cent but by seven per cent or more as they 


have recently? The answer is that even with a profits squeeze the 
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price level has to rise by something like 43 per cent, as it 
has been doing recently, in order to make the situation add 
up... people have seven per cent more dollars to spend, 

but each of these dollars buys 44 per cent less, and 

they end up with something close to the same old 2% per cent 
average increase in their real incomes which is all that 

the economy can deliver on the basis of the normal growth 

in productivity. For those who are doubtful about 

this propostion it is not very difficult to produce the 
figures which confirm this result over a period of many 
years. The essential point is that taking one year with 
another the average size of wage and salary increases has 
much more to do with the rate of increase in the price 

level than with the rate at which wage and salary earners 


become better off in any real sense. 


It is instructive to compare the increases 
that are currently taking place 2D prices and in rates 
of pay with the situation that we are hoping to get to 
over the next couple of years. At the present time 
average wage and salary earnings per person employed are 
rising a little more than seven per cent a year and prices 
at close to 44 per cent. If the rate of price increase 
is eventually to be slowed down to a figure as low as 
13 per cent a year, i¢ js obvious that the. ayeraas annual pay 
increase consistent with such a low rate of inflation 


cannot be much higher than four per cent a yealre Nobody 
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expects this to happen overnight, of,course,: but 

pay increases of this magnitude were the rule rather 
than the exception in the early years of the present 
decade when prices were rising at one to 13.per cent 
annually. The interesting thing to note is, however, 
that if there is a broadly parallel reduction imyrethe 
size both of pay increases and of price increases, the 
improvement in the real level of economic well-being of 
the average wage and salary earner can be just as 


large as it ever was. 


Of course the rate at which wage and salary 
earnings are currently rising Is, tone considerable 
extent a reflection of increases in rates of pay 
granted last year and the year before, just as the 
size of wage and salary increases granted today will 
largely determine how rapidly labor costs rise over 
the next year or two. Clearly, if we are to begin 
making substantial progress in slowing down the rate of 
increase in prices over the months ahead, the typical 
size of pay increases granted both to organized and 
non-organized wage and salary earners will have to come 


down. very substantially from current levels. 
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Broadly speaking, there are two ways in 
which this could happen. ‘The first is through the 
continuation of such severe spending restraints that 
employees find themselves increasingly compelled to 
accept smaller pay increases as a result ofyEne 
combined pressure of growing unemployment, a severe 


squeeze on profits and bitter industrial disputes. 


The other way is through a growing awareness 
and acceptance on the part of wage and salary earners 
that it is only common sense on their part, to exercise 
restraint in the matter of pay increases, as part or 
a larger program of restraint on increases in other 
forms of income and in prices. To the extent that 
the necessary scaling down of wage and salary increases 
can be accomplished in this way, it will be possible 
to make more rapid progress in bringing inflation 
under control, and to do it with less economic 


disruption and unemployment than might otherwise occur. 


Common sense and realism are valuable 
qualities, and we are certainly going to need all we can 
get of these qualities on the part of wage and salary 


earners and their employers in their consideration 
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of how large pay increases should be in the months 
ahead. But common sense and realism may not be 
enough. Perhaps what is also needed is a keener 
awareness of, and regard for, the difficult position 
of those for whom what is at stake is not just the 
size of their prospective raise in pay, but their 


chance of having a job at all. 
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‘Prices and incomes commission 


Commission des prix et des revenus 


April 23, 1970 
NEWS RELEASE 


The Prices and Incomes Commission will proceed 
immediately with a review of the copper price situation as 
it affects Canadian users of copper products as well as 


copper fabricators and producers. 


On February 27, 1970, the Commission stated that 
it would keep the position of the entire copper industry under 
review during 1970 as part of its continuing surveillance of 


developments in export InNaUs TCL Les. 


Copper is an important export commodity but at the 
same time one where the bulk of domestic consumption has been 
supplied over the last several years at a Canadian price 
substantially below the world price. About 60 per cent of 
Canadian copper production is exported for sale at world 
prices, but large quantities are also used by Canadian fabri- 


cators and manufacturers in their domestic operations. 


Since January, 1969, the price of refined copper has 
increased substantially both on world markets and in the 
Canadian market. The present Canadian domestic price is 


30 per cent above that of January 1, 1969. However, at 59 


cents it now is some six cents per pound less than the domes- 


tic producer price in the United States and much below the 


world price. Copper producers have stated their desire to 
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increase the domestic price in Canada to the same level as 
in the United States, which was recently increased to the 
equivalent of (Cdn.) 65 cents per pound. The Canadian 
government has prevailed upon the industry not. to introduce 


further increases at this time. 


The Commission will undertake an immediate review 
of the impact which price increases for refined copper have 
had on the costs of domestic fabricators and manufacturers 
of copper products. It will also study the possible effects 


of further increases in the price of refined copper. 


As part of this study the Commission will also 
review any price increases by copper fabricators to determine 


whether they meet the Commission's general pricing eriteria. 


The Commission recognizes that the extent to which 
the domestic price of copper can be maintained below the 
world price is subject to practical limits because ofethe 
serious problems of supply allocation posed by any multiple- 
price system. This aspect of the copper price situation will 


also be considered in the forthcoming review. 


The study will make possible a detailed assessment 
of the impact of the present copper price situation both on 
the domestic price restraint program and on the position of 


domestic copper producers and fabricators. 


For Information: 995-7476 
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CANADA 


Prices and incomes commission 


Commission des prix et des revenus 
ae 


FOR IMMEDIATE RELEASE 


April 24, 1970. 


NEWS RELEASE 


Following meetings with the Prices and Incomes Commission, the Aluminum Co. of 
Canada (Alcan) will not increase the prices of aluminum ingots and semi-fabricated products to 
its customers in Canada. 


In recent weeks a number of leading producers of aluminum in the United States have 
announced price increases for primary ingots. Alcan followed these firms in announcing price 
increases for its ingot sales outside Canada. 


In the course of discussions with representatives of Alcan, consideration was given 
to the impact which price increases for domestic sales of ingot and semi-fabricated products 
would have on the Canadian program of reducing the number and size of price increases. 

The Commission strongly expressed the opinion that higher domestic aluminum prices would 
be harmful to the national program of price restraint and would therefore not be opportune. 


Under the circumstances, the company has agreed not to increase its prices to its 


customers in Canada. 
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For Information: 995-7476 
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es and incomes commission 


ymmission des prix et des revenus 


NEWS RELEASE 


For Immediate Release 


April 27, 1970. 


The Prices and Incomes Commission will proceed 


immediately with a price review into an increase in the 


price of tin containers. 


The main producers, American 


Can of Canada Ltd. and Continental Can Co. of Canada 


Ltd., have informed their customers thateprices fonitin 


containers have been increased by approximately five per 


cent. 


The companies state that the price increase. is 


necessary because of higher costs for tin plate and 


increases in other cost factors. 


Tin cans are used mainly 


by the food-processing and the beverage industries. 


The purpose of the review is to determine whether 


the price increase is clearly less than the amount needed 


to cover the increases in each producer's costs breil 9 70... 


Preliminary discussions have already been held 


between representatives of the Commission and the two 


companies. 


For Information: 995-7476. 
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ices and incomes commission 


FOR RELEASE: 8 p.m. EDT, 
Saturday, May 2, 1970. 


ommission des prix et des revenus 


Trebla Building 
473 Albert Street, 
Ottawa, Canada. 


Tel. 995-7476 


Address delivered by 
John H. Young, 
Chairman, 

Prices and Incomes Commission, 
to the 


Ontario Federation of Printing Trade Unions, 
Saturday, May 2, 1970. 


Ottawa, Ontario. 
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Z want to begin my remarks today by talking 
for a few minutes about the choices that are open to 
this country in dealing with the problem of inflation. 
The substance of what I have to say is that the only 
choices available are hard ones. There is no easy way 


But. 


The background of our present difficulties in 
controlling the rise in prices is not difficult to 
summarize. During the first half of the '60s and 
much of the previous decade inflation was not a serious 
problem, in the sense that the increase in the price 
level in most years was at a nominal rate of one to 


two per cent. 


Beginning about 1965, prices began to rise 
more rapidly. What started the process was that the 
total amount of money being spent in the economy was 
allowed to rise too fast for production and employment 
to keep up. Business began to spend more heavily on 
new buildings and equipment, consumers on new houses 
and automobiles, governments on public services and 
social benefits. In the United States, military spending 


increased sharply. 
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The result was a seller's market at home and 
rising prices abroad, both pushing up the price level 
jin Canada. Higher profits led to stepped-up wage 
and salary demands, and prices were increased further 
to cover the resulting pay increases. Higher taxes, 
rents and interest rates led to still higher price 
and pay increases. And this race between rising prices 


and rising incomes is still with us today. 


The pace of inflation has quickened 
considerably over the intervening years since 1965. 
The price level today is about 44 per cent higher than 
it was 12 months ago and more than 20 per cent higher 
than it was five years ago. We now are well into. the 
sixth year of the most sustained and serious bout of 


inflation of recent memory. 


Now the escalation of the rate Of pErLce 
increase that has occurred over the last five years 
does not mean that the end of the world is at hand. It 
should, however, make any thoughtful person wonder what 
is to prevent a further speeding-up of the rate of 
inflation over the next five years, and what that might 
lead to -let alone how the process can be turned around 


so that we can move back toward a more stable price level. 
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There is no denying that the rapid decline in 
the buying power of money over the last five years 
has victimized those Canadians least able to protect 
themselves against the rise in the cost of LlivingsreAt 
the same time it has put a heavy strain on many of, our 
existing economic arrangements which work well only 
on the basis of some confidence that money will retain 


its buying power over time. 


A prime example is the collective bargaining 
process, which becomes a very uncertain game when it is 
conducted on the basis of rubber dollars. Another 
important example is long-term lending and borrowing, 
the traditional means of financing investment in social 
capital by provinces, municipalities and other public 
bodies. How is either the lender or the borrower to 
know what is a realistic interest rate for a loan which 
will be repaid several years later in dollars of quite 
uncertain value? And if they can't be at all sure about 
the degree of risk involved, can they afford (toi enter 


into such loan contracts atuwa Lav 


It is sometimes argued that inflation, despite 
the injustices and inconveniences it causes, is a necessary 


evil which must be accepted if we are to enjoy as high a 
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level of employment and as high a rate of growth in 
output as the economy is capable of producing. This 
argument has some plausibility in the short run, but 
is a very dubious proposition in economics if we are 
thinking in longer-run terms. It works this way only 
as long as people keep being fooled by prices rising 
more than they had expected. Over a period of five 

or 10 years, it is very doubtful whether larger gains 
in employment and output can be achieved by putting up 
with a big increase in prices than could be achieved 


equally well with a more stable price level. 


I believe that most Canadians sense thateis 
would be pointless and risky, as well as unfaLyyp Nnekt to 
try quite hard to get inflation under better control 
over the next five years than it has been over the last 
five. Indeed, it seems to me that we should consider 
rather carefully what the consequences might be if the 
present efforts to check inflation in Canada and the 
United States were to be abandoned before a decisive 
change in the recent trend of prices has been achieved. 
A demonstration that inflation in North America 
had finally gotten beyond anyone's ability to control it 
would put us into an entirely new ball game. But I 


don't think the common sense of ordinary people will 


allow this to happen. 
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Granted, then, that we have no alternative 
but to bring the present inflation under control, what 


are the problems that must be faced in doing so? 


The first is that prices are still rising 
rapidly in many other countries with whom we have 
close economic ties, including the United States. As 
long as this is the case, there can be no doubt that 
it is much harder to make rapid progress in overcoming 
inflation in Canada. There are, however, at least 
two grounds for feeling some encouragement on this 
score. The first is that for some time now we have 
managed to achieve a lower rate of increase in consumer 
prices in Canada than has occurred in the United States. 
The second is that the rate of price increase in the 
United States has now levelled off and soon seems likely 
to decline as a result of efforts to check inflation in 


that country. 


There remains, however, another and in many 
ways the most perplexing difficulty in getting back 
towards price stability in Canada. That is how to 
mount an effective attack against a pervasive and 
deeply-entrenched inflation with a minimum of 
social cost over the next year or two. By social cost 
I mean a temporary rise in unemployment and slowdown in 


production. 
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Let us examine the nature of this dilemma a 


little more closely. 


How can the rise in prices be checked? The 
simplest way to come at the answer to that question is 
to ask under what circumstances firms are normally 
deterred from putting up their prices. The answer 
is of course that if the market for what they produce 
is soft enough, the fear of losing sales to their 
domestic or foreign competitors will provide a strong 
reason for not trying to raise their prices. Thus the 
normal route by which government economic policy is 
brought to bear in order to stabilize prices is by 
restricting the growth of public and private spending. 
Measures of this kind have in fact been at work in both 
Canada and the United States for many months now and 
have clearly begun to have a marked effect on the 


business climate. 


The sequence of events that is expected from 
such measures is roughly as follows. A weakening sales 
picture makes it more difficult for firms to increase 


or maintain prices. The increased difficulty of passing on 
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increases in production costs to the consumer squeezes 
business profit margins. As a result, business firms 

take steps to check the rise in their costs. Since labor 
costs account for such a large proportion of total production 
costs in many cases, firms become less willing to grant wage 
and salary increases of the size that have become common rn 
the recent past. The money incomes of wage and salary 
earners grow more slowly, but this is offset by the fact that 
prices are also rising more slowly. Thus in terms of their 
real buying power the earnings of the average employee continue 
to grow at much the same rate as they were growing under 


inflationary conditions. 


The difficulty with this approach, however, Ls) that 
initially at least the upward march of prices and costs is 
unlikely to be checked very much, while the growth of production 
and employment is likely to be adversely affected. For a time 
at least, in the face of softer market conditions, most firms 
prefer to try to maintain or increase their prices in order to 
protect their profit margins, even though experiencing a decline 
in sales and production volume which they hope will be temporary. 
And the attempt by employers to slow down the rise in their 
labor costs is likely to meet with strong resistance on the 


part of wage and salary earners who don't want to be the first 
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to accept smaller pay increases. That's why government 
action to check the rise in prices seems to be so slow in 
achieving the desired results, while in the meantime 


production levels out and unemployment rises. 


Now it's true that if the government 
persists in holding down the growth of public and 
private spending in the economy, the size of price 
and cost increases will decline eventually. Meanwhile, 
however, the government will be held responsible for 
the temporary slow-down in economic activity and the 
rise in unemployment, and will be under mounting 


pressure to lift its restrictions on spending. 


The problem for government policy in 
attempting to bring a strongly entrenched inflation 
under control thus involves hard choices. On the one 
hand there is the risk of re-stimulating the economy 
too soon or too strongly, so that the VWAtLACTOn*1Ss7not 
decisively checked and soon gains renewed momentum, 
On the other hand, there is the risk that the restrictions 
will be pressed too hard or kept on too long and the 


country will pay an exorbitant price in terms of lost 
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production and unemployment for bringing the inflation 


to an end. 


It is because the well-known and readily 
available methods of bringing inflation under COntEO} 
produce such undesirable temporary side effects on 
employment and output that governments are anxious 
to find other effective methods that are less costly. 
The search for some more direct way of bringing a 
restraining influence to bear on cost and price 
increases - a way that does not of itself reduce 
employment or output - is the major challenge facing 
the Prices and Incomes Commission. But it is also 
the challenge facing the country as a whole and, indeed, 
virtually every industrialized country in the western 


world. 


The first tangible results of the Commission's 
efforts to date along these lines emerged several weeks ago 
from the National Conference on Price Stability and the 
subsequent Federal-Provincial Conference of First 
Ministers. It was agreed at these conferences that 
business firms should be called upon to reduce the 
number and size of price increases they would normally 
make in 1970, by ensuring that any price increases 


are clearly less than the amount needed to cover increases 
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in costs. This principle has been widely supported 
by business, farm and professional groups and by 
governments, and the Prices and Incomes Commission is 
conducting a growing number of price reviews to check 
on its observance in business pricing policies. In the 
cour se of these reviews, the Commission is making its 
judgments on the basis of exacting standards, and is 
relying on the powers of persuasion available to 
governments to ensure compliance. Efforts are also 
being made to extend the principle of price restraint 
into areas such as loan charges, professional fees 


and rents. 


What has been achieved so far, however, is 
merely a beginning, and the real test of the approach 
being followed by the Commission will be whether some 
effective means can be found to bring about an early 


scaling-down of wage and salary increases as well. 


The Commission takes the view that, as a matter 
of simple arithmetic, it will be next to impossible 
to achieve an early and substantial reduction in the size 
of price increases without a significant scaling-down 


of the size of wage and salary increases. The basis for 
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this view is, of course, that labor costs are much the 


most important single element in costs of production. 


If the cost of the labor required to produce 
a given quantity of goods and services in Canada is not 
to rise, the average annual increase in money income per 
person employed must not exceed the average annual increase 
in output per employee (commonly known as productivity). 
Over the last several years the average productivity 
increase in Canada has been running at something like 
24 per cent annually, though in any particular year it 
may be somewhat above or below this figure. In periods 
of rather sluggish economic activity, such as the year 
1970 seems likely to be, the increase in national productivity 


is typically somewhat below the long-term average. 


For some time now wages and salaries have been 
rising much faster, on average, than this trend rate of 
national productivity improvement of about 23 per cent 
per year. In 1969, for example, average wage and salary 
earnings rose by more than seven per cent. In, the fourth 
quarter of 1969 the average size of annual pay increases granted 
under major collective bargaining agreements was running 
at almost nine per cent over the life of these contracts, 
some of which covered a period of as long as three years 


into the future. The result has been - and will continue 


~ As 
Le 
' ‘4 
i ra 
Aa 
e 
Ay 
Me 
ee Lae) 
rl 
“P 
’ 
aye 
oe 
a 
rf 
i) 

s 

' BHeins 
| 
i j 


a % 


i) 


ih 
Ip BSeaao tent 


% Phy 


obs comm Sib 


~ 


moisoruborg 


oe 

vaq J 
aon 4i 

@BW esr 

¢ 

.e3osutios szeds 


oret 


ri rigss 


- é 


| ’ 
ses) 
whoa soft es 


Prt 


ounisdoo LLiw 
rs 


Yad 
1, o 
4 ' ‘ 
, ip, ' 
wry 0 ee) } sul 
| ' * 
7 a = a 


: Pw 2 : : Ne 
Yo ef#eoo ni jnemele slpnie sastiroqmk te 
, ‘ 


it r] a 
eteoo todsi tsdt .saxrv0o> to a“ wor 


Bs 7 


7 x “ a : — al « f nt a) oS + ¥ 27 
Slvuborg oF Hbetitpet todeal srit Io teon sdz FI 
va aa a — _ & }« 
jon EL BDBMSD ak a@soiv1se Oris eboop to ysisnsup nf 
y — a 
pear ae 
>? 
9g Smo cnr yorom Af eesetont [sunas opsrevs ors 
SepSkSHE fevtnns Spsyeve SH2 fesoxe ton teum bsyo!ame 
ra mm 7 om * ul al + ‘ a * r , vf 
: ( 7 Wiese ERO I i Orerk i ¥ -) of yi ft yi : >) ae i S ae uq? 
i ee : 
Ks P s » = 
(PEPE FOuH hieves ons eresy [sxevea seal on 
gy ? “ry ioe yk Ke Yyry Pell = ez rf s >e8 c = 
: : 270 Pits es We ~~ WL GS, I fl] BOBMIBS Hil Ga 
H vu Od ona > > ont al at gat & obs - —_ £e 
3i xs98y -YelwoLsis (16 AI opvons ,yiisunnas  tnieS -7AeGsa 
ehboiiog my ssiwpit efds woled to svods Jtadwemo 
r id . 4 malt - a 
168yY oF GA AOVR ,YILVIIOS Oimentoos detipoule 
a , ey ln - oh ' ar em, ow . i. = one ry - af = 
¥IIFOMDO ta LBAOLIGA AL SRHSIONL Sny .9da oF OAL! 
Pd ag 
A r * 7 © , * 
-Spsteve mres-pnol sit woled sedwemoa yilsoig 
- ons ee os § fa gs im. e& th . aon + uf Pre cS ow ey] 
3 | SYhan gee B62 Mrs 21 5 Ww (Of, SHFS SMmOe jAO% 
] - 7 
if , 
stet baeus 2aidd ampas , 9! 765 7O .tetes? doum 
i : ‘ : - , + 
tago, req #8. tvodsa To tos rovgmi yiivisouborq IsaGgE 
; ng 
yisise Bas Spsw spetevs .olamsxe sot ,.@0eCl nl .3zsesy¥ 
. ¢ fi + : 
si0T ont “1 .Jaeop I9q movse assis stom vd Sc2ot ap 


admis to esta Ssysteve eis LE 10 3a: 
amas 1p 6 bainisoxsd sv. tg>el Loo hy 
‘ i Aid fi 


fo S$2i't ats Lavo sere eq sata 


—s 
PHO. 2 


5 10 = 
? 


7 


5 ~ need: aed dives. ont. 


isl bai 


to be for some time ahead - a disturbingly sharp rise 

in the labor cost of producing the nation's output oF 
goods and services. And it should not be surprising 
that producers, faced with such increases in labor costs, 
are not able to absorb them indefinitely and are forced 
to raise prices where market conditions permit. The end 
result of the process is the cancelling out, through 
higher prices, of that part of wage and salary increases 


which is in excess of the average gain in productivity. 


It can be argued, of course, that the process 
needn't work out this way if the pay increases to employees 
could be absorbed entirely out of a decline in other forms 
of income such as business profits. On the basis of past 
experience, the scope for this is distinctly limited. 

In particular, it would seem that the share of labor income 
jn total income from the sale of goods and services is 
unlikely, on the basis of historical experience, to change 
sharply except on a very short-run and temporary basis. 

At the moment, for example, wage and salary income seems 

to account for a larger proportion of total income than it 
has for many years, but this is associated with a profit 
squeeze for many firms which is most unlikely to be 


acceptable to business over any extended period. 


“20 sate: etaokien ae og 


abies prizixause, ad ton pivore +i sol teodvace oe c 
ae. 


7 7 


Oo 


vataos xodsi me ‘aoeserond done Atiw ‘Beost vere a 
aa 
Bt 


ice 


s begio? anh Bris vied initebat dolahs beats an olds 
bas eft -dims0q anoisibnoo toxrAm oradw edpizg 


cerosiee uo ‘PR Liga eft ef ‘pesvotg od, To er 
mee" 


esass yout ystar Ens nay to -s1sq tends 20 eegtag 3 ii 


“id iv isouboag a aise OpsTavs | ont ‘5 eenoxs, mit ar 
oe 
B2SD0TG ahacall seeks yse1vOD to ,houprs sd mso'sT- 


4% 


_ aeeydieme ie BSeae10dt ysgq os ti Yaw eins tuo cw” a 
amzo® tide mb snét oat & To Judo yloxisne boediozds od § 


Lis 
fees » éohuess ed3 nO .editoag meee heel 26 due moosl 


” 


{pedtmes visontters ei sidd xo1 sqove od 39 ote 


bd 
wy 


oroonl. tods{ to oxsde oft tedt msse Hblvow +i .1sisetsee 


el). 


& a ‘nepivres brs eboop to iat: ons dnl amoo ns Lane 


, g | gpimedo of \20n9 ixegxs tariadeka +0 atesd oft no ten 


‘ 


-etaed ysesagmes brs ouit-siode yrov 5s mo tqeoxe we 


d ‘<a anoee. “emoont vaniee bas. spaw ,aigqusxs rot eo 4 


+t ned amngstt t iss FOF to ai2 toap1q ‘depres 5 x0}, oe 
x ey 
‘ Ba 


Pil: Hoag, & sit ia betskboges ei “aids sud epee oo 


kh 
a 


; | | as oF yiedtiias. Jam ek do dictw’, emit kes ; 


a= 


“im 


boixod ebiodes yas. 1sVv0. seoezand 


. 5 
a; 
’ km, 
a es A 
a eae. t-? beet . ' 
i ; a 
ae “ ' éé 


The Commission's attitude in this matter is 
not based on any view that organized labor in particular, 
or even wage and salary earners as a whole, bear some 
special degree of responsibility for getting the country 
into its present inflationary situation. Neither does 
the fact that the Commission is pressing businessmen to 
moderate their price increases indicate a view that business 


bears some special degree of responsibility for the inflation. 


It is equally the case, however, that no group 
in the community can exempt itself from all responsibility 
for helping find a constructive way out of the country's 
present inflationary predicament. Every group Ente 
community without exception - employees, employers, the 
self-employed, the landlords, the lenders and investors, 
the various levels of government - transmits inflationary 
impulses as well as receives them. This is because the 
price each of us puts on our services or products affects 


not only our own income but someone else's costs. 


As long as businessmen feel that they can expect 
no moderation in the rate at which their labor costs have 
been increasing, they will be reluctant to moderate the 
size of their price increases. And as long as wage and 
salary earners feel they can expect no moderation Pryce 


rate at which their cost of living has been rising as a 
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result of higher prices, they will be reluctant to 


accede to more moderate pay increases. 


This is a vicious circle, and if the government 
were left path no other option than to break it through 
the compulsion of market forces, the main victims would 
not be the majority of businessmen or wage and salary 
earners who were thereby forced to accept somewhat smaller 
price or pay increases. The more probable victims would be 
the young who couldn't find a first job and older workers 
who were laid off because the skills they possessed were 


least in demand. 


Some people think the only realistic choice 
we have is between letting something like that happen 
and simply giving up the effort to control the rate at 
which costs and prices rise in Canada... dont. 

I believe there is still to be found and mobilized in 
ordinary people from all ranks in the community the 
good sense and desire to co-operate that alone can make 
possible a constructive solution to the dilemma posed by 


inflation. 
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Prices and incomes commission 


Commission des prix et des revenus 


For Release: 2:00 p.m. 
May 5, 1970. 


Trebla Building, 
473 Albert Street, 
Ottawa, Canada. 


Tel.: 995-7476 


NEWS RELEASE 


Speaking before La Chambre de Commerce de 
Montreal (Mount Royal Hotel) Paul Gérin-Lajoie, Vice- 
Chairman of the Prices and Incomes Commission said the 
continued unwillingness of the unions to participate in 
the Commission's anti-inflationary program hinders the 
efforts of the rest of society to combat inflation. He 
told La Chambre that the co-operation of all Canadians 
was essential to the success of the effort to control 
inflation and appealed for the support of professional 


and business organizations and unions. 
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May 5, 1970. 


NEWS RELEASE 


The Prices and Incomes Commission will proceed 
with reviews relatedto increases in prices for coffee, 
rubber tires, fine papers and duplicating services and 
supplies. 

The Commission has initiated a review of the 
increase in the price of coffee. The review will cover 
all price increases in coffee in the last few months. The 
Commission is aware that the cost of green coffee beans has 
increased considerably in recent months due primarily to a 
major crop failure in Brazil. The purpose of the review is 
to ensure that the increase in revenues is clearly less than 
the increase in costs of beans and other factors. 

During the last three months certain tire manufacturers 
have announced price increases, at the wholesale level, ranging 


up to 24 per cent. The companies state that the increases 
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are necessary because of higher costs of labor, materials 
and freight. Preliminary discussions have already been held 
between representatives of the Commission and the companies. 

Manufacturers of fine papers have announced price 
increases ranging up to four per cent on selected grades of 
paper. They stated that higher costs of pulp and labor have 
made these increases necessary. All six producers of fine 
papers in Canada have increased their prices. 

Price increases implemented recently by a national 
distributor of duplicating equipment and supplies are being 
reviewed by the Commission. The company involved is 
co-operating with the Commission in determining the relation- 
ship between the price increases and the pricing criteria. 

The Commission is also studying price increases 
in railway freight rates, glass containers, tin containers 
and copper. In addition, preliminary reviews are being made 


over a wide range of goods and services. 
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_ Prices and incomes commission 


Commission des prix et des revenus 


FOR RELEASE: 2 p.m. EDT., 
Wednesday, May 6, 1970. 


Trebla Building, 
473 Albert Street, 
Ottawa, Canada. 


Tel. 995-7476 


Address delivered by 
John H. Young, 
Chairman, 
Prices and Incomes Commission, 
to the Joint Annual Luncheon of 
The Canadian Manufacturers' Association 
(Quebec Division and Montreal District Branch), 
Wednesday, May 6, 1970. 
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Productivity and Inflation 


Je voudrais, aujourd'hui, faire quelques commentaires 
sur certains aspects des difficultés que le Canada é6éprouve 4 
maitriser l'inflation, les grandes dimensions du probléme, 
le dilemne qu'il pose du point de vue de la ligne de conduite 
& adopter et certaines considérations essentielles en ce qui 
concerne la tendance des prix, des cofits et de la productivité, 
tendance & laquelle il faudra trouver une solution au cours 


des mois a venir. 


Permettez-moi de m'arréter tout d'abord aux dimensions 
du probléme. Si l'on se reporte aux vingt derniéres années, 
on voit que l'inflation n'a pas constitué un probl@éme grave 
pour le Canada en dehors de trois manifestations distinctes, 
la manifestation actuelle étant sans contredit la plus grave 
du point de vue de la durée, de 1'étendue et des répercussions 


sur les attitudes et le comportement de la population. 


Lorsque nous avons eu de L'inflation en 1950-1951, 
au moment de la guerre de Corée, 1l'épisode fut extrémement 
marqué mais d'assez courte durée. Vers le milieu des années 50, 
une autre poussée d'inflation a accompagné 1'emballement 
des investissements, mais elle ne fut ni aussi sérieuse ni 
aussi prolongée que 1l'inflation dont souffre le pays depuis 
quelques années. En dehors de ces deux épisodes, le Canada 
a, en général, connu des taux de hausse assez réduits, qui 


sont restés en moyenne de l'ordre de 1.5% par année. 
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Over the most recent four-year period 1965 to 
1969, by way of contrast, the Consumer Price Index as a 
whole has risen at an average annual rate of*EGur’per 
cent. The component of the index measuring the increase 
in shelter costs has risen at an average rate of 
5.2 per cent annually, and that for services other than 
shelter at a rate of 5.4 per cent annually. “In“both 
of these areas, in other words, prices have been rising 


appreciably faster than have consumer prices generally. 


The opposite side of the story Leito. pe 
found in the area of goods prices, where the average 
annual rates of increase over the period have been 
3.8 per cent for food, 3.6 per cent for non-durable 
goods other than food, and only 1.5 per cent for durable 


goods. 


It is sometimes argued on the basis of this 
general pattern of price increase that the present 
inflation is not a widespread phenomenon, but rather 
one that reflects strong upward price pressures in a few 


limited areas such as shelter and services. On this 
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view, goods prices in general - and durable goods 
prices in particular - have contributed little to the 


present high rate of inflation. 


It seems to me that this comforting view of 
the situation is open to serious question. Even when 
the rate of increase in the Consumer Price Index as a 
whole was only 1.8 per cent annually, as was the case 
on average over the four-year period 1961 to LOG5iaithe 
pattern was much the same as it has been more recently. 
The component price index for services other than shelter 
rose during this period at an average rate of 3.5 per cent 
annually - again significantly faster than the total 
index - while that for non-durable goods was rising at 
1.2 per cent a year. Indeed, the durable goods index was 
actually on a declining trend at an average rate of almost 


one-half of one per cent per year. 


The explanation for this persistent pattern is 
that goods-producing industries, especially durables, 
tend to have well-above-average rates of productivity 
improvement, and thus considerable scope forscost 
absorption, while the opposite situation tends to prevail 
in the service industries. This being the case, the 


present upward trend in durable goods prices - moderate 
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though it is - can scarcely be regarded as compatible 
with reasonable stability of the over-all price level, 
which would seem to require declining prices in the 

durables area in order to offset unavoidable increases 


in areas such as services. 


The evidence as I see it leads to the 
conclusion that the acceleration of the rate of consumer 
price increase during the last four years has occurred 
to much the same extent in all major areas other than 
food, which has lagged a bit, and shelter, which has 
moved out well in front. Even in the latter case, the 
upsurge in the shelter price index is not simply an 
isolated example of demand for housing outrunning the 
supply. It also reflects the impact of pervasive 
inflationary pressures and expectations on the level 
of such major cost elements as mortgage interest rates, 
land values, construction labor and materials and 


property taxes. 


This is one way of looking at the dimensions 
of our current inflation problem. An alternative way 
is to note that over the four-year period 1961 to 1965 
average wage and salary earnings rose at an average 


annual rate of a little more than four per cent while 
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consumer prices rose at an average annual rate of a 
little above 1} per cent. By 1969 average wage and 
salary earnings were rising by more than seven per cent 
a year; this was associated with a rise in the price 
level of 44 per cent a year. In the first quarter of 
1970 the average size of wage and salary increases 
granted under major collective agreements was running 
at 9.1 per cent over the life of these contracts, some 
of which covered a period of as long as three years 
ahead. Many of the wage and salary increases being 
granted today are even higher than this average figure, 
and few if any are as low as the four per cent figure 
which was typical during the years of relatively stable 


prices earlier in the decade. 


In short, then, the magnitude of the problem 
we face in restoring reasonable price stability is to 
cut back the rate of increase in the price level from 
44 per cent a year to a figure more like 14 per cent, 
and this will require a corresponding cutback in the 
rate of increase of wage and salary earnings from over 
seven per cent a year to around four per cent. Indeed, 
with strongly entrenched expectations that a raise in 


pay for the coming year of nine per cent is only fair 
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and reasonable in present circumstances, an even 
greater downward adjustment will have to occur aia 

the average size of pay increases currently being 
granted both to many groups of salaried employees and 


to unionized wage-earners under collective agreements. 


The relationship between increases in rates 
of pay, productivity and prices deserves closer 


examination. 


The basic source of improvement in levels 
of economic well-being in Canada ig, jot course, the 
extent of the increase in the nation's output of goods 
and services. Since the size of the population and of 
the work force is also rising, it is the increase in 
real output per capita or per person employed which is 
the relevant source of improvement in average living 
standards. At the present time the rate of price increase 
reflects the gap between the rate of increase in output 
per person employed and the rate of increase in income 
per person employed. There are really only two ways of 
closing this gap. We can reduce the average size of 
wage and salary increases, and we can raise the average 
size of increases in output per person employed. To 


achieve a scaling-down of pay increases will be difficult, 
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and it is likely.to be.even, more difficult to achieve 
a sharply higher rate of productivity improvement 
quickly. Indeed, the average rate of productivity 
increase in 1970 seems likely to be below the 
long-term average because of the slowing down of the 


pace of economic activity. 


Although productivity increase is typically 
measured in terms of the increase in output per 
man-year or per man-hour, it would be a mistake to 
assume that it arises only from improvements te 
skill, organization and effort of the work force. 
Other major sources of productivity improvement in our 
economy include injections of new capital and technology, 
the introduction of more efficient management techniques, 
and better resource allocation through the removal of 


obstacles to competition. 


Productivity gains arising from improvements 
in the management and organization of productive 
enterprise and from greater effort on the part of the 
work force can only be heipeul in present circumstances. 
Most of the other possible routes to productivity 
improvement have the disadvantage, SO far as our immediate 
situation is concerned, that they would involve heavy 
initial outlays and thus risk adding to upward price 


pressures from the demand side. 
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Leaving these possibilities aside, the 
long-term annual average increase in output per person 
employed, which has been about 23 per cent in Canada 
for many years, permits increases of this magnitude in 
the real income of those directly employed in the 
productive process. This is apart from any change in 
the respective shares of employees and of owners of 
capital in the total income stream generated by 
productive activity. At the present time wage and 
salary income seems to account for a larger share of 
total income than it has for many years, but this is 
associated with a profit squeeze for many firms which 
would scarcely be acceptable to business over any 
extended period. It is worth noting that an average 
annual increase of 23 per cent in real income per 
person employed is roughly the same thing as an 
average increase of three per cent per man-hour, 
because of the gradual reduction in the length of the 


work week. 


I have indicated that, by and large, prLces 
tend to rise in the economy by the extent to which 
the average size of pay increases per person employed 


exceeds the average increase in productivity, and 
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that if we are to overcome the present inflation, 
there will have to be an early and significant 
scaling-down of the size. of pay increases even if we 
get as large an improvement in productivity as Vs 


feasible in the short run. 


If individual wage and salary earners 
were paid in accordance with their individual 
contributions to productivity improvement, there 
would be some who could demonstrate above-average 
productivity improvement while others would be able 
to demonstrate little or none. It is obvious that, 
if a principle of this kind were carried to its 
extremes, many employees in occupations with limited 
scope for productivity improvement would have to make 
do indefinitely with little or no increase in their 
incomes, while their more fortunate colleagues forged 
steadily ahead of them in pay levels. It takes little 
reflection to perceive that tying relative pay increases 
too closely to the rates of productivity increase 
achieved in particular industries would run counter to 
the longer-run economic forces which tend to equalize 
rates of pay for workers of comparable skill regardless 


of the industry in which they happen to be employed. 
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This discussion may seem to touch on 
rather obscure matters, but I can assure you that 
there are basic questions involved which, though very 
difficult, must be faced in practice by those 
advocating a conscious wage and salary policy for the 
immediate future. Such a policy must embrace two 
elements. We must decide, first of all, what the 
size of the average pay increase ought to be at the 
present time and at what rate it is reasonable to 
expect it to decline over the months ahead. The aim, 
of course, is to scale down the size of pay increases 
in line with the scaling-down of price increases, SO 
that the growth in the real income of the average 
employee remains unaffected as inflation is brought 
under control. We must then decide on what grounds 
and to what extent increases above or below this 
average level are to be regarded as appropriate in 


particular cases. 


But a more detailed examination of these 
matters must wait for another day and another 


speech. 
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je voudrais terminer en vous rappelant, encore 
une fois, que la tache qui consiste 3 modérer 1'inflation 
actuelle pour revenir assez rapidement a une stabilité 
raisonnable des prix pose un grave dilemne quant a ligne 
de conduite & adopter. Les rem@des classiques qui 
s'appliquent déja depuis quelque temps au Canada et 
aux Etats-Unis compriment la croissance des dépenses 
publiques et privées. Leur impact initial ne frappe pas 
tant le taux d'accroissement des cofits et des prix que 
le volume des ventes, les taux d'exploitation, l'emploi 
et les profits. C'est seulement a la langue, grace 
aux effets de la compression des bénéfices sur l'attitude 
des employeurs et 4 l'effet du ralentissement du marché 
de la main-d'oeuvre sur les attitudes des travailleurs 
que les forces du marché finissent par imposer une réduction 


de l'ampleur des augmentations de prix et de cotits 


de la main-d'oeuvre. 


The fact that it takes so long in the normal 
course of events to bring about a substantial reduction 
in the size of price and cost increases - and of wage 
and salary increases in particular - ia not. too 


surprising. In many cases rates of pay are established 
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well into the future and are based not so much on 

an up-to-date assessment of the economic weather 
immediately ahead, as on figures from the recent 
past showing what similar groups of employees have 
obtained by way of pay increases. In many areas of 
the economy decisions about the size of pay increases 
are taken at several removes from the pressures of 
changing economic conditions, and often with LutELe 
or no recognition of the fact that the size of pay 
increases in the recent past has already become quite 
inconsistent with the economic outlook over the 


immediate future. 


The problem is, therefore, that without a 
quite sharp and prolonged change in labor market 
conditions, the message of altered circumstances May 
largely fail to get through to the employer and employee 
groups on whose understanding of the situation hangs 
the outcome of decisions regarding the size of pay 


increases. 


The Commission has taken the view that 
anything that can be done to bring a direct downward 


influence to bear on the size of increases in prices 
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and incomes over the next year or two will help to 
reduce the need to rely on the painful compulsion 
of market forces to achieve these results. In this 
way it should be possible to soften and shorten the 
hardships of the transition from a high rate of 


inflation to reasonable price stability. 


The results of the Commission's efforts 

to date along these lines emerged several weeks ago 
from the National Conference on Price Stability and 
the subsequent Federal-Provincial Conference of First 
Ministers. Business firms generally have been called 
upon to reduce the number and size of price increases 
they would normally make in 1970, by ensuring that 

any price increases are clearly less than the amount 
needed to cover increases in costs. The Commission 

is conducting a growing number of price reviews to 
check on observance of this principle in business 
pricing policies. In the course of these reviews, the 
Commission is necessarily making its judgments on the 
basis of exacting standards, and is relying on the 
powers of persuasion available to governments to ensure 


compliance. 
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What has been achieved so far is, however, 
only a beginning, and the real test of the Commission's 
approach will be whether some effective means can be 
found of influencing the size of wage and salary 


increases in the months ahead. 


Si la Commission fait pression sur les hommes 
d'affaires pour les amener 4 réduire leurs hausses de prix, 
ce n'est pas qu'elle croit l'entreprise plus particuliérement 
responsable de l'inflation. Et méme s'il ressort de 
nos études de prix que les fortes hausses des cofits 
de main-d'oeuvre continuent 4 contribuer largement 
aux hausses de prix, cela ne veut pas dire que le syndicalisme 
en particulier ou m@éme les salariés dans 1'ensemble soient 


plus particuliérement & blamer. 


Mais d'autre part, il est évident que nous avons 
peu de chance de trouver une solution positive aux problémes 
actuels de l'inflation qui existe au Canada a moins que 
tous les groupes de la collectivité sans exception 
n'acceptent une part de responsabilité et ne participent 


5&3 l'effort commun. 
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Prices and incomes commission 
= For Release: 2:00 p.m. 


May 7, 1970 


Commission des prix et des revenus 


Trebla Building 
473 Albert Street 
OTTAWA, Canada 


Tel.: 995~—-7425 


NEWS RELEASE 


Evidence of a slower rate of increase in 
consumer prices over recent months was cited today by 


Prices and Incomes Commission Vice-Chairman Paul Gérin-Lajoie. 


Mr. Gérin-Lajoie, speaking before the Montreal 
Richelieu Club at the Queen Elizabeth Hotel, said that since 
last summer the consumer price index in Canada has risen at 
an average annual rate of about four per cent. This compares 
with a rate of over five per cent earlier last year. In the 
United States, the consumer price index has risen at an average 


annual rate of more than six per cent since last summer. 


The recent slowing of the rate of price increase 
in Canada was associated with a squeeze on profits. The size 
of wage and salary increases, however, had continued to rise 
both in Canada and in the United States. The average increase 
in base rates cf pay under new contract settlements in Canada 


during the first three months of 1970 was 9.1 per cent compared 
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with 7.2 per cent a year earlier. Unless this trend was 
reversed, progress toward more stable prices could not be 


maintained. 


"This is why", he added "I have referred 
to clearly disproportionate wage and salary increases which 
have hindered the efforts of other groups in society in the 


fight against inflation. 


The Commission Vice-Chairman stressed the 
importance of the Commission's modest but growing public 
information effort as a means of influencing community 
attitudes toward the size of wage and salary increases. 
He hoped that increased public awareness would contribute 
to better understanding and acceptance of the need for 
restraint if inflation was to be overcome with a minimum 


loss of production and jobs. 
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Speaking to the National Credit Conference in Vancouver, 
John Young, Chairman of the Prices and Incomes Commission, stated 
that at no time had the Commission singled out any particular private 
group as bearing some special degree of responsibility for Canada's 
inflation problems. 

The point the Commission had been making was that as a 
matter of simple arithmetic, it would not be possible to achieve and 
‘maintain a substantial reduction in the size of price increases in 
coming months unless there was also a reduction in the size of pay 
increases. This was because the prices of goods and services had to 
be high enough to cover the labor and other costs incurred in their 
production as well as the profit of the firm which sold them. A 
severe squeeze on profits and on production costs other than wages 
and salaries could provide only limited price relief, since payroll 
costs absorb much the largest share of income from sales of goods 
and services in the economy as a whole. 

Mr. Young stressed that it was no part of the Com- 
mission's program to call upon wage and salary earners to 
accept smaller increases in their real income than they have 


been getting or than other groups in the economy are 
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being called upon to accept. The only source of real 
improvement in the average level of economic well-being 
of Canadians was higher average production per person 
employed, and the size of such productivity gains could 
be just as large with low rates of increase in prices 

and moneyincomes as with high ones. The Commission's 
message was that by accepting somewhat smaller increases 
in their money incomes, all Canadians including wage and 
salary earners could help make it possible to slow down 
the rise in living costs. On balance, this method of 
combatting inflation would leave the Canadian people just 
Se well off as before. They would not earn quite so many 
dollars, but each dollar they earned would buy more. 
Indeed, to the extent that inflation could be checked 
through co-operation in restraining price and income 
increases directly - a method of curbing inflation which 
does not involve a temporary loss of jobs and output - epeal 
groups including wage and salary earners would find 


themselves significantly better OL ts 
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The Prices and Incomes Commission - A Progress Report 


Most of those present at this session have probably 
taken some interest in the activities of the Prices and 
Incomes Commission but some may have Tost’ track “from time to 
time of what we have been doing. For those in this position 
it may be worthwhile to begin with a brief summary of events 


since the meeting of this Association a year ago. 


The members of the Commission were appointed on 
June 19, 1969, "to inquire into and report upon the causes, 
processes and consequences of inflation and to inform those 
making current price and 4ncome decisions, the general public 
and the Government on how price stability may best be achieved." 
The appointments terminated Dec, 37,1971, and at thar time 
the Commission was expected to produce a major repoLct. The 
Commission was also empowered to prepare and publish under its 
own authority reports on "current developments in costs, prices 
productivity and incomes in particular sectors and industries 


within the economy and for the Canadian economy as a whole." 
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Prior to the formal appointment of the Commission 
there had already been a fair amount of informal discussion 
of the longer-term research role of the Commission. There 
were clearly a number of puzzling questions about the 
inflationary process in general and Canadian inflation in 


particular which called for further analysis. 


One group of issues concerned the international, 
inter-regional and inter-sectoral complexities of Canadian 
inflation. To what extent is the behavior of prices and 
costs in Canada affected by external as opposed to purely 
domestic influences? Through what channels, direct as 
well as indirect,’ are these external influences transmitted? 
How and to what extent is the price and cost experience of 
particular sectors or regions of the Canadian economy 
transmitted to other sectors or regions? Why do some regions 
of Canada, facing relatively weak demand pressures in their 
labor and product markets, typically experience much higher 
unemployment rates than those prevailing elsewhere in the 
country, rather than much lower rates of cost and price 


increase? 
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A second group of questions had to do with the 
techniques and strategy for effective control of aggregate 
demand. The controversy between the monetarists and the 
rest had warmed up in recent years and a fresh examination 
of the evidence bearing on the main issues in contention 
would clearly be required. This would involve further 
empirical study of the relative impact on demand of monetary 
and fiscal actions, together with an attempt to sort out 
the real as opposed to the apparent differences between those 
who look primarily at changes in monetary quantities and 


those who look primarily at changes in credit conditions. 


Finally, there were a number of issues concerning 
how and to what extent non-competitive behavior in product 
and factor markets affects the inflationary process and 
complicates its control through demand management techniques 
alone. What problems do existing institutional arrangements 
in non-commercial areas of the economy, such as health, 
education and other public services, pose for the control 
of costs and prices in these areas? Within what range of 
demand conditions is the short-run behavior of prices and 
costs dominated by the exercise of discretionary market 


power on the part of oligopolies and unions? In particular, 
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js there a strong economic case for some form of incomes 
policy as’ a supplement to demand management techniques in 


the control of inflation? 


The general direction in eis oh the research program 
of the Commission should go was not, therefore, a problem 
for which we had no answer. We were, Of course, faced with 
the difficulty of recruiting staff from the universities at a 
time when most had already made teaching and research commit- 
ments through the spring of 1970. But, given even a year Or 
two of intensive study by a sufficiently talented and imaginative 
group of economists, there was reason to hope that we could 
come up with some useful suggestions on how future bouts of 
inflation might be overcome Or, preferably, headed off at the 


outset. 


The more puzzling question which faced us when we 
sat down together on July ond was what we could do to help 
bring the existing inflationary situation under control, since 
it was clear that the Commission was expected to take an active 


interest in current as well as future problems of this kind. 
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mould be expected to soften; Buty Given the pervasiveness 

and momentum of the inflation and the strength of the 
inflationary psychology, it might well take a considerable 

time for price and income increases to slow down. In the 
meantime, it would be very difficult to avoid, perhaps for 

a protracted period, adverse side-effects which no one wanted - 
an interruption in the growth of production in the economy 


and a temporary rise in unemployment. 


Tt seemed to the Commission that a smoother, shorter 
and less painful transition back to price stability could be 
achieved if some way could be Found to cut directly into the 
spiralling process of price and income increases with the object 
of slowing it down more rapidly than seemed likely otherwise. 

If this could be done, it might be possible to moderate 
government policies of budgetary and credit restraint earlier 


and soften some of their more painful side-effects. 
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The Commission realized that it was quite un- 
realistic to expect any individual or group, acting alone, 
to take the initiative in offering co-operation. It was 
conceivable, however, that a great many people and 
organizations would be willing to help, for a, temporary 
period, as part of a nationwide effort and in ways which 
had been worked out in consultation with representatives 
of all major elements in the community. Such a plan would 
mean working out a set of specific undertakings to be asked 
of business, labor, other private groups and governments, 
designed to achieve a substantial across-the-board scaling 
down of price and income increases during the coming year. 
Methods and procedures would also have to be devised for 
ensuring that the spirit of these undertakings was being 


observed in practice. 


During the summer and early autumn the Commission 
held close to 100 meetings of various kinds with 
representative groups of businessmen, labor leaders, government 
officials and others in an attempt to arrive at a comprehensive 
set of undertakings for which widespread support throughout 


the community could reasonably be expected. 
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This phase of the Commission's efforts came to 
van end on Oct. 17th when the leaders of the two major 

trade union federations in Canada rejected as impractical 
any approach to the problem which incorporated an explicit 
formula limiting wage and salary increases. An alternative 
approach suggested by the labor leaders was to concentrate 
on confining price increases to those which could be 
justified by a corresponding increase in the firm's total 


production costs including wage and salary increases. 


In view of the position taken by the labor 
federations the Commission decided, after consultation with 
governments and business leaders, to try a somewhat different 
approach. Instead of trying to negotiate an across-the-board 
set of commitments with representatives of all segments of 
the community at once, it would see how far it could get by 


negotiating in a more piecemeal way. 


We began this phase of our efforts by exploring 
with the executives of the larger national business associations 


the possibility of persuading the business community to take 
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the first step. We asked them whether they thought business 
firms generally would be willing to make a meaningful effort 

to limit price increases during 1970, even thought ini the 
beginning at least firm undertakings to exercise a correspond- 
ing degree of restraint had not been obtained from governments, 


wage and salary earners or other groups in the community. 


The business leaders we talked to thought it 
possible that business firms would be willing to take an 
initiative of this kind and following a lengthy process of 
discussion and negotiation specific proposals were submitted 
to the Commission by groups such as the Canadian Manufacturers' 


Association, the Canadian Chamber of Commerce and others. 


In mid-January the Commission decided that the 
response had been sufficiently positive to justify the calling 
of a National Conference on Price Stability in Ottawa on 
Feb. 9th and 10th. This conference was attended by more 
than 250 business leaders, executives of national business 
and farm associations and representatives of professional 


groups. 
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The conference reached broad agreement on the 
basic principle that business firms generally, if called 
upon to do so, would reduce the number and size of price 
increases they would normally make in 1970 by ensuring 
that price increases were clearly less than the amount 
needed to cover increases in costs at a normal volume of 
output or sales. More specifically, the conference reached 
agreement on how this general principle should be interpreted 
as a guide to the pricing policies followed in particular 
areas of business such as manufacturing, wholesale and retail 
trade, transportation and utilities, banking and finance, 
agriculture, basic export industries and so on. The Commission 
undertook to check on the degree of compliance with these 
pricing criteria on the part of business firms by conducting 
price reviews in a yariety of industries. The basis on which 
such price reviews would be conducted was discussed with those 
attending the conference and the Commission was assured of 
the co-operation of business firms in supplying the price review 


teams with the information required for such studies. 
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At a Federal-Provincial Conference of First 
Ministers on Feb. 16th and 17th the Commission reported 
on the results of the meeting with business, farm and 
professional representatives and put before the Heads of 
Government a number of specific suggestions FOr action On 
the part’ of “the federal and provincial governments in support 
of the price restraint program. In the Concluding Statement 
issued at the close of the Conference the Heads of Government 
endorsed the Commission's plan to call upon business firms 
generally to follow the basic pricing PEARCLPLe adopted the 


previous week. 


The governments also undertook to observe the same 
principle in the prices or fees charged for goods and 
services offered for sale by government departments and muD Lic 
enterprises. While expressing the hope that government 
sanctions would not be required, it was agreed by most Of the 
governments represented that if necessary they would use such 
means as lay within their control to deal with cases of serious 
non-compliance with the pricing criteria as reported by the 
Commission. There was also agreement on the part of governments 
to consider the establishment or strengthening of rental review 


procedures for existing self-contained residential accommodation 
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in major urban centres and to urge professional associations 
to postpone or limit increases in existing fee schedules 
during 1970. Finally, the First Ministers agreed that 
governments should exercise as much.restraintemnptheir 
spending, taxing and borrowing as was practicable without 


damaging essential services or retarding economic development. 


The Commission was well aware, of course, that 
what had emerged from these conferences was only a beginning 
and that the most difficult stage of the exercise still lay 
ahead, namely to find some way of exerting an effective 
moderating influence on the size of wage and salary increases. 
The Commission now had a base, however, from wii itonrexert 
a limited but none the less real restraining influence over 
price increases. A number of price review teams have been 
formed, staffed partly with officials seconded from government 
and partly with experienced specialists seconded from business 
firms. Reviews of price and cost increases have been completed 
in the case of steel rolling mill products, tin plate and glass 
containers. Similar studies are under way in the case of railway 
freight rates, copper and copper products, tin containers, coffee, 
rubber tires, fine papers and duplicating services and 


supplies. A wide variety of other price increases 
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which have been brought to the Commission's attention 
have been investigated on an informal basis and in a 
number of cases firms have agreed to defer or rescind 
such increases. With the co-operation of a growing 
number of business firms an organized system of jo ape ed 


surveillance is being developed. 


In the meantime the Commission resumed active 
discussions with leaders of trade union organizations in 
a renewed effort to find a possible basis for obtaining 
their participation in the restraint program. On March Stra) 
however, the two major labor federations again rejected 
the principle of wage and salary restraint in annual briefs 


presented to the government. 


At the May Conference of the Canadian Labour Congress 


this position was re-stated in equally vigorous terms. 


The outcome of the present phase of the Commission's 
activities will have to await a later progress report but 
before closing it would perhaps be useful to refer to a few 
of the issues concerning inflation and its control which have come up 


for discussion in the last year Or 50. 
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What, if anything, have we learned from the latest 


bout of inflation in North America? 


So far as the main issues are concerned between 
economists who see inflation as a serious problem and those 
who do not, the answer would seem to be that recent experience 
has not served to bring the two camps significantly closer 
together. In this particular area of discussion the situation 
continues to be one in which the deaf continue to repeat 


stale arguments to the deaf. 


The resolution of some of the less central issues of 
inflation may have been advanced a bit by recent events. The 
current inflationary episode has been widely recognized as 
having somewhat different characteristics than previous ones. 

In particular, the present inflation has been associated site 

an unusually long period of uninterrupted economic expansion, 

and has been both more prolonged and more rapid than previous 
North American experience of inflation. One widely noted 
consequence of this has been the evidence of adaptive behavior 

in capital markets and labor markets to progressively changing 
expectations about the future value of money. Almost any form of 
contract for the future payment of fixed amounts of money, whether 


a long-term bond issue or a three year wage settlement, now is written 
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in figures which can scarcely be explained on any other basis. 
and which are well outside the range seen in North America for 
several decades. This has provided new empirical evidence 


bearing on the question of the response to a sustained inflation. 


In this connection I might draw your attention to the 
fact that policy actions taken in the latter parts ta 66 
and early 1967 to check the pace of inflation appeared to be 
achieving some limited success over subsequent months, but that 
renewed inflationary pressures developed a few quarters after 
these efforts had been relaxed. This particular input into 
the learning process of the economy has been reflected in the 
professed determination of our economic managers, both here and in 
the United States not to repeat what has since come to be regarded 
as a premature and excessive relaxation of policy restraints. 
One can only speculate on what would be the effects of a second 
episode of this kind in present circumstances despite all the 
brave words that have been uttered about the need to see the 
process through to its conclusion. A clear demonstration that 
for the first time in the history of this part of the world 
inflation had finally got beyond anyone's ability to control would, 


it seems to me, put us into a new environment for economic policy. 
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On the question of how best to attempt to extricate 
the economy from an inflation such as we have seen ne recent 
years, it seems to me that the differences among economists 
are not very deep or fundamental. The main issue is between 
those who feel that reliance should be placed solely on 
measures such as monetary and fiscal action to check the 
growth of demand, and those who feel that such measures might 
usefully be supplemented by some form Of “ATrect "pressure to 


help scale down the size of price and income increases. 


Both sides, it seems to me, would grant that any form 
of direct intervention of this kind would tend to result ina 
certain amount of distortion of the resource-allocating 
function of the price mechanism in markets for goods and 
labor. Both sides would probably also agree, however, that 
such effects were unlikely to be of great moment in the case 


of a temporary short-run program. 


The area of disagreement is probably wider on the 
question of whether the probable effectiveness of such 
attempts at direct intervention would be worth the trouble. 
On this question I would merely point out that the issue 


is not whether price and incomes policies in general 
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do or do not have significant effects. How strong the 
effects are must surely depend on the particular form 

which the policy takes, the particular methods employed 

for influencing price and income decisions and the 
particular circumstances in which these measures are 
deployed. Some methods of intervention are more ambitious, 
more ingenious and better calculated to suit the requirements 
of the situation than others. The more energetic and 
inventive the attempt to devise effective means Of inter= 
vention the greater will be the chances of achieving 


meaningful results. 
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Prices and incomes commission 


/Commission des prix et des revenus 


/ June 4, 1970 


— For Immediate Release 
NEWS RELEASE 


The Prices and Incomes Commission will under- 
take an immediate investigation into price increases in 
milk and other dairy products in British Columbia, the 


Commission announced today. 


The investigation will encompass price in 
creases at both the wholesale and retail level to ascer- 
tain whether they comply with the pricing guidelines 
agreed to at the National Conference on Price Stability 


and at the Federal-Provincial Conference of Heads of 


Government last February. 


Subsequent to those conferences, businesses 
were called upon to"ensure that price increases were 
clearly less than the amount needed to cover the increases 


in costs at a normal volume of output and sales." 


In recent weeks several British Columbia dairies 
increased their prices to food retailers and for home de- 
liveries. In the last few days several retailers increased 


their prices from one to two cents a quart of milk. 
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Prices and incomes commission 


Commission des prix et des revenus 


Ture aS ebG.7 0 ¢ 
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“NEWS RELEASE 


WINNIPEG - The Prices and Incomes Commission has asked for 
tye Joint support of ithe federal, .and provincial governments 
in applying criteria to limit increases in wage and salary 


costs. 


The objective of the program is to provide greater 
assurance of continued progress in reducing the rate of cost 
and price increase. This will make it possible for the 
federal government to proceed with monetary and fiscal action 
to permit the economy to assume a more normal growth path 
with greater employment opportunities under conditions of 
reasonable price stability. The proposal is intended to 
reinforce the existing program of direct restraint on business 


Bricing, policies. 


The wage and salary criteria are designed to enable 
employees as a group to obtain as large an increase in their 
real incomes as the economy is capable of delivering through 
increased average output per employee while making possible 


continued progress towards reasonable price stability. 
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An initial upper limit of six per cent will apply 
to first-year increases in wages and salaries including 
fringe benefits granted in present circumstances. This 
initial figure allows for the long-term average improvement 
in national productivity of 23 - 3 per cent per year, together 
with a possible rate of increase in the Consumer Price Index 
over the next 12 months of 3 - 33 per cent. The upper limit 
of six per cent is also in line with the average figure for 
second and third-year increases becoming effective in 1970 
under major collective agreements negotiated if, L968 and,.1969., 
There will, of course, be many situations in which employees 


will not be able to obtain increases as large as six per cent. 


These initial limits will be subject to reconsideration 
from time to time in the light of progress and prospects in 
limiting the rate of increase in prices. It is envisaged that 
a figure lower than six per cent will become appropriate for 
wage and salary increases granted a few months from now. In 
certain cases wage or salary increases in excess of cthe 
announced limits will be justified. Increases in excess of the 
upper limits obtained by employees whose current wage does not 
exceed $2.00 per hour or $350 monthly salary will be exempt 
from the application of the announced limits. Other grounds 
for justifiable increases in excess of these limits include an 
inability to maintain or attract an adequate work force and 


the removal from collective agreements of specific restrictions 
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on work practices which could be shown to lead directly to 


unusual gains in productivity. 


No general exception will be permitted on the 
ground that the group of employees concerned has fallen 
seriously behind the rates of pay achieved by comparable 
groups. In practice, however, a few extreme cases of this 
kind will undoubtedly be encountered, particulanly an the 
initial phase of the program, and these will be given 
consideration on an individual basis in the context of wage 


and salary reviews. 


It is intended that the six-per-cent limit should 
apply to increases in rates of pay for particular job 
classifications and that it should not prevent increases in 
employee compensation reflecting clear-cut cases of promotion 
within the job structure including the completion of 


probationary periods or stages of apprenticeship. 


Improvements in fringe benefits covering contingencies 
such as sickness or accident will be exempt from the announced 


limits. 


Changes in the length of the standard work week 
or in paid time not worked which have the effect of increasing 
employee remuneration will be taken into account in the 


application of the specified limits. 
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Employers will be encouraged to compensate 
employees whose pay increases meet the criteria in the 
event that the Consumer Price Index rises by more than 
33 per cent over the first year of such increases. It is 
suggested that such provision might take the form of 
re-opening clauses in collective agreements or indexing 


arrangements. 


Employers and employees generally DOG aha Loe 
public and private sector will be called upon to observe 
the criteria. Procedures will be established for surveillance 
of wage and salary increases and for the review of particular 
cases at the discretion of the Prices and Incomes Commission. 
The findings of such reviews will be made public and it will 
be for the government under whose jurisidction the relevant 
employee groups fall to take appropriate action to deal with 


serious cases of non-compliance. 


Provincial governments are being asked to re-examine 
the steps that they have already taken to promote restraint 
in the area of rents and professional fees since further 
action along those lines by some provinces will be required 


to obtain support for the wage and salary restraint program. 


The Chairman of the Commission, John Young, emphasized 
his conviction that with the co-operation of all Canadians in 
support of the price and income restraint program as a whole 
it would be possible to move simultaneously toward more normal 
levels of economic activity and employment and a more stable 
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CANADA 


— 


Prices and incomes commission 
— 


Commission des prix et des revenus For Immediate Release 


June 15, 1970. 


West Memorial Building 
344 Wellington Street, 
Ottawa, Ontario, 
Telephone: 995-6357 


NEWS RELEA SE 


The Prices and Incomes Commission is examining 


recent developments in chartered bank earnings and expenses. 


The study is part of the normal surveillance 
procedures followed by the Commission in administering its 
price restraint program. It will be recalled that on 
February 5, 1970, the member banks of the Canadian Bankers’ 
Association undertook to support the Commission's price restraint 
program for 1970 in respect of their service charges and 


lending rates. 


Data on bank operations for the three-month period 


ending April 30, 1970, have just become available. 


The findings of the study will be made public at 


an early date. 
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CANADA 
— 


Prices and incomes commission 


_ 


Commission des prix et des revenus 


For Immediate Release 
a June 15th, 1970 


NEWS RELEASE 


The Prices and Incomes Commission will undertake 
a preliminary inquiry into wage settlements ratified yesterday 


by Toronto construction workers. 


Announcing the inquiry, John H. Young, Chairman of 
the Commission, said it is first ace aaiey to gather all the 
facts concerning the negotiations and the settlements. He 
said that members of the Commission's staff have been assigned 


to undertake the study and that work will begin immediately. 


Mr. Young said it would be inappropriate to 
comment on the settlements until the Commission has had time 


to examine the situation. 
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_Prices and incomes commission 


Commission des prix et des revenus 
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Junev 164. LO70G 
West Memorial Building, 
344 Wellington Street, 


Ottawa. 
Telephone: 995-6357 


Notes of Remarks by John H. Young to CLC 


Perhaps we should consider at the outset how we 


might use the time at our disposal this morning most productively. 


It seems to me meat would not be very useful for 
us to spend much time going back over therdlist. of; differences 
which have arisen in the past between the Canadian Labor Congress 
and the Prices and Incomes Commission. For the most part these 
differences now are water over the dam, and the question we have 


to consider as a practical matter is where we go from here. 
What alternative courses of action remain open? 


One possibility would be for the Congress to maintain 
its position of blanket opposition to the whole idea of including 
wages and salaries in any across-the-board program of price and 
income restraint. In line with such a position the Congress 
would presumably advise its member locals to pay no attention to 
the wage and salary criteria for which the Commission has asked 


the support of government and the public. Such a course of 
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action would seem to have as its main outcome a further deepening 
of the gulf which has been opening up between organized labor on 
the one hand and governments on the other. It would also seem to 
rule out any possibility of the Congress exerting a constructive 
influence on national economic or social policy through the 


exercise of its potential bargaining power with governments. 


The second possibility - if it still is a possibility - 
would be for the Congress to make a serious effort to obtain from 
governments some specific commitments which would constitute a 
reasonable and feasible quid pro quo for participation by organized 
labor in the restraint program. We are well aware of the view 
held by the Congress that the restraint program to date is seriously 
inadequate in terms of its effective coverage of incomes other 
than the wages of union members, such as executive salaries, rents 
and professional fees. We would remind you that so far the main 
impact of our program has been on prices, profits and professional 
incomes, and not at all on wages. But we agree that unless effective 
limits are placed on the income increases of all the strongly 
placed groups in our society - not just organized labor - the weak 
will continue to be victimized either by rising prices or by 


unemployment or both. 


The Commission's ability to obtain more effective action 
from governments to limit increases in non-wage income has been 


handicapped by the argument that stronger measures in this direction 
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would be too one-sided in the absence of any labor participation in 
the restraint program. It would be our judgment that the Congress 
has important potential leverage which could give it an effective 
influence on government policy in these other areas of income. 

For this leverage to be effective, however, the Congress would 

have to be willing to stipulate rather precisely what it would 


be prepared to offer in return. 


The Commission has already indicated that relatively 
lower-paid workers should not be subject to the six-per-cent limit 
on wage increases. If you think we should go beyond this, and 
draw the limits tighter on the relatively well-paid - whether 
executives, professionals, union members, property owners, 


money lenders or stockholders - why don't you say so? 


It would be a shame if the Congress threw away the 

opportunity it still has to influence national economic policy 

in the direction of more expansion and less unemployment next 
winter. The authorities clearly want to press ahead with further 
relaxation of the present degree of fiscal and monetary restraint 
so as to create more job opportunities. They also know, however, 
that without more effective containment of cost pressures in the 
economy - and this has to include the pressure of wage and salary 


increases far in excess of what the economy can actually deliver - 
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substantial expansionary steps on their part are bound to set 
prices rising faster than ever. We submit that this is an obvious 
risk that all of us should be able to see, and that no group in 
the country has a greater direct interest than the Canadian Labor 
Congress in helping make it possible to expand job opportunities 


in Canada without giving inflation a new lease on Lite. 
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Prices and incomes commission 
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Commission des prix et des revenus 
For Immediate Release 


Pie DY elo is 
West Memorial Building, 
344 Wellington Street, 


Ottawa. 
Telephone: 995-6357 
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NEWS RELEASE 


The Prices and Incomes Commission now is 
operating a system of regular checks which effectively 
monitors the largest stores in retail trade in Canada. 

The system was instituted by Commission personnel 
in consultation with the Retail Council of Canada. Officials 
loaned to the Commission by Molson Industries Ltd., Union 
Carbide of Canada Ltd., and the Dominion Bureau of Statistics 
are responsible for operating the monitoring system and 
ensuring that the major companies stay within the criteria 
and guidelines Formulated and agreed to at the National 
Conference on Price Stability in Ottawa on Feb. 9-10, 1970. 

Nationally known supermarket and wholesale food 
chains such as Aosta P Stores, Canada Safeway, Dominion Stores, 
Loblaw Groceterias, M. Loeb Ltoa., Oshawa Wholesale Ltd., 
Steinberg's and Supervalu Food Stores are reporting to the 
Commission on a monthly basis. 

In addition to the supermarkets, department, variety 


and discount stores are sending price data to the Commission 
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each month. Information now is being received in a systematic 
way from Allied Towers, Canadian Tire, the T. Eaton Co., Hudson's 
Bay Co., Kresges and Kk. Marts, Simpsons-Sears, Woodwards, 
Woolworths and Woolco, Zellers, Robert Simpson Co. Ltd. and 
Miracle Mart. 

These stores represent a large cross-section of 
wholesale and retail sales in Canada and have outlets in 
practically every region of the nation. The Commission is, 
of course, interested in prices prevailing in other stores 
but limitations on time and staff do not make it possible 
to obtain detailed reports from each of the many thousands 
of retail outlets in Canada. 

The Commission has organized this detailed reporting 
system because it realizes that the average consumer in Canada 
spends a large part of his or her income on food, household 
and personal items. Consumers are rightly concerned about 
prices in these areas and have every reason to expect tae 
Commission to have an effective surveillance system for 
these products. 

Commission representatives met members of the 
Retail Council of Canada to work out the most effective way 
of obtaining up-to-date information on prices and markups. 
They have cris-crossed Canada and held detailed discussions 
with many of Canada's leading businessmen in the wholesale 


and retail trade fields. Following these discussions, the 
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Commission believes the retail trade generally realizes 
the importance of effectively restraining prices and has 
willingly given its support to this program. 

As a result of these meetings, a monthly reporting 
system has been established whereby the retail stores mentioned 
previously will supply the Commission with detailed information 
on price margins. This co-operation goes beyond the commitments 
agreed to at the National Conference on Price Stability held 
in Ottawa in February and subsequently endorsed by the First 
Ministers of the Provinces. 

The closing statement of that conference said, in 
relation to the retail and wholesale trade: 

"The general merchandise sector of the retail and 
wholesale trades in determining pricing panei ae durizgs 1970 
would undertake not to increase initial markups on its various 
merchandise categories unless realized profit per dollar of 
sales would fall below that of the base period. In such cases 
increases in markups would be sufficient only to restore 
returns to the level of the base period. 

"The grocery sector of the retail trade in deter- 
mining pricing policies during 1970 would undertake not to 
increase initial markups unless realized profit per dollar 
of sales, calculated on the volume of sales carried on over 
their entire operation would fall below that of the base period. 
In such cases increases in markups would be sufficient only 


to restore returns to the level of the base period." 
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The Commission has asked supermarket, variety, 
discount and department stores to supply information from 
the beginning of 1969 and for each month biaroke7 0%. Bas 
information now is being analysed by the Commission each 
month and, if initial markups are found to exceed the markup 
in 1969, the company involved is asked to reduce its markup 
or gross profit after consideration of justifiable increases 
in expenses since 1969. Examples of additional expenses 
common to the industry are those in labor and salaries, costs 
of borrowing money for expansion, freight and distribution 
costs. 

One obvious reason for a price increase in a product 
is an increase in the price to the store from the manufacturer 
or the processor. 

Upon request, supermarket, department, discount and 
variety stores will supply the Commission with more detailed 
price information on any specific product it wishes to 
investigate. This has been achieved by a Commission-established 
system of contacts throughout the retail trade in Canada which 
allows immediate identification of the reason for an individual 
product price increase. 

The Commission can then trace back the increase from 
the manufacturer or processor to ensure that it is within the 


guidelines established for manufacturers. In addition, it can 
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make an immediate check with supermarkets, department, discount 
and variety stores across Canada to ensure that they are not 
increasing their markup or gross profit beyond the agreed 
guidelines. 

The retail monitoring system has already resulted 
in the rollback of some price increases but, and more importantly, 
it has resulted in manufacturers, processors, supermarket, 
department, discount and variety stores being much more aware 
that any price increase which is to be passed along to consumers 
must be clearly within the guidelines pertaining to their 
particular segment of industry. 

While obviously the Prices and Incomes Commission 
cannot take the credit for the reduction in the Consumer Price 
Index for May, its activities are making an important con- 
tribution to restraining price and profit margins. The 
Commission is aware that many Canadian firms are absorbing 
at least a part of cost increases in order to meet the 
Commission's criteria and to restrain price increases. The 
Commission is aware of such instances in the food products 
industries, as well as in a variety of other fields such 
as milk, luggage, dyestuffs, stoves, washing machines, glass 
containers, certain chemicals and steel products, copper, 
aluminum, plastics and cold storage. Even the price of marine 
charts issued by the Federal Government has been rolled back to 


conform with the restraint program--to $1.00 from $2.00. 
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The Commission has received many communications 
concerning prices of specific products. It has examined at 
some length each case where it appeared there had been a 
price increase in a product which is normally regarded as 
being an essential item. 

At the present time in-depth price reviews are 
under way for a wide variety of products, including bread, 
milk, processed foods, edible oils, rubber tires, cement,« tin 
containers, air fares, freight rates, copper, construction 
costs, coffee, razor blades, fine papers, duplicating services 
and aviation fuels. Detailed reviews have been completed and 
made public for steel products, including tin plate and glass 
containers. Approximately 40 other reviews of varying 
complexity have also been completed since March 1 of this year. 

The true impact of this kind of program cannot be 
measured by statistics, reviews or studies or price increases. 
The real success of the program should be evaluated in terms 
of the price increases which have not taken place or which 
have been smaller than they would have been without the criteria. 
Its success is that Canadian industry appears to be accepting 
and applying the price restraint criteria to their pricing 
policies for 1970 and this should in turn be reflected in a 


slowing down in the rate of price increases. 
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Prices and incomes commission 


Commission des prix et des revenus 


Jest Memorial Building, 
344 Wellington Street, 


Ittawa, Canada. 
j June 2OtChy low.0s 
Pel.: 995-6357 


For Immediate Release 


NEWS RELEASE 


The Prices and Incomes Commission has completed 
its review of two collective agreements announced in ,loronte 
@arlier this month. These involved. LOCal /21s0L 2ne 
International Association of Bridge, Structural and 
Ornamental Ironworkers, and Local 230 of the International 


Brotherhood of Teamsters. 


In the first of the two settlements involved, 
negotiations were begun in March and a firm offer including 
an 18-per-cent wage increase for a one-year agreement was 
made in May by the companies involved. 

In the second settlement, a memorandum was signed 
on June 4 providing for wage rate increases amounting to 20.6 
per cent for the first year and 9.8 per cent for the second 
year of a two-year agreement, plus improvements in certain 
fringe benefits. 

In each case it has been established that the 
negotiations were virtually completed before June 5. This 
is the date on which the Prices and Incomes Commission 
announced proposed criteria to be taken into account in 


reaching decisions concerning wage and salary increases in 
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both organized and unorganized sectors of the economy over 
the coming months. The Commission recognizes it would not 

be realistic to have firm positions taken by the parties 
withdrawn and, in effect, to expect negotiations to start all 
over again. For this reason the Commission will not be 
extending its review in these two cases. 

It should be added, however, that the increases in 
wage rates in the construction industry have been excessive, 
particularly in the past year. Along with high prices for 
Capital, land and materials, they have been clearly beyond 
mie, Capacity of the industry to absorb. Asa consequence, 
construction costs have continued to increase and this, 
in turn, has meant higher rents and higher prices for housing, 
Other buildings and construction in general. 

Wage and salary increases of this magnitude make 
it more difficult for governments to take effective action 
to encourage economic expansion and reduce unemployment 


without a risk of even more serious Ir leeron.- 
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The Prices and Incomes Commission now has been in 
existence for almost 12 months. When we arrived on the scene 
in mid-1969 prices in Canada had been rising at a substantial 
rate for more than four years - the most prolonged outbreak of 
serious inflation in our peacetime history. The Commission's job 
was to look into the whole problem and to advise the government 


and the public on how inflation might best be controlled. 


The government had already made it clear that it was not 
prepared to let the inflation run on unchecked, and it had taken 
strong monetary and fiscal action to bring the process under con- 
trol by restricting the growth of public and private spending in 
Canada. Similar measures had been taken in the United States, 
where the problem had developed somewhat later but had since 


become even more acute than in Canada. 


There was no reason to doubt that these measures, if 


pressed hard enough and persisted in long enough, would eventually 


Succeed in slowing down the rise in prices. Indeed, it was because 
public and private spending in total had been allowed to expand too 
rapidly in the mid-'60s that the rate of price increase had 
begun speeding up in the first place. By imposing severe restric- 
tions on the growth of spending in the economy it was logical to 


€xpect that the process would begin working in reverse, 


By itself, however, such a policy approach was unlikely 
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to restore reasonable price stability quickly or without tempor- 
ary adverse side effects on production and employment which no 
one wanted. If business firms responded to the easing of market 
demand for their products by foregoing price increases, their 
profits would be squeezed unless they could at the same time slow 
down the rising trend of their costs of production. But much the 
largest single element in production costs for the economy as a 
whole is labor costs, and it was clear that wage and salary 
earners would strongly resist any reduction in the size of their 


pay increases, 


‘Eight years of unbroken economic expansion and four 
years of strongly rising prices had left their mark on the atti- 
tudes and behavior both of employers and employees. But if 
employers were determined to try to resist any reduction in the 
Size of their profit margins, and employees any reduction in the 
size of their pay increases, the initial adjustment to an easing 
of spending pressures in the economy would have to take the form 
of lower sales volume, lower production and lower employment rather 
than smaller price and cost increases. Only at a later stage could 
intensified competition and the emergence of excess productive 
capacity be expected to provide an effective deterrent to large 
price increases, and declining profits and rising unemployment an 


effective deterrent to large wage and salary increases. 


At some point, of course, the government's policy dilemma 
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would become acute. If it kept the pressure on until it was 
clear that the adjustment of costs and profits to a more stable 
price level was well advanced, the loss of jobs and output might 
by then have become very serious. If on the other hand it acted 
to support the level of economic activity and expand employment 
opportunities before the adjustment of costs and prices had gone 
far enough, it would run the risk of giving inflation a renewed 


lease on life. 


I have gone over this ground in some detail because it 
is essential to an understanding of what the Prices and Incomes 
Commission has been trying to do. Ours is a market economy which 
for several years has been experiencing a high rate of inflation 
which can't be allowed to continue. We want to get back on to a 
path of strong economic growth and expanding job opportunities 
under conditions of reasonable price stability. But the road 
back promises to be a very rocky one unless we can find a shorter 
and smoother route. That is the challenge, to find a new and 
better way back to inflation-free growth, and in recent years it 
has become a recurrent challenge in almost every industrialized 


country in the western world. 


It has seemed to the Commission that what is needed is 
some more direct means of scaling down price and income increases 
than can be achieved through reliance on market forces alone. 
That is why the Commission has been trying since last August to 


enlist the support of all the main groups in the community for a 


broad program of co-operative action to restrain increases in 
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As you probably know, a National Conference on Price 
Stability was held in Ottawa in February and leaders of business, 
agriculture and the professions approved the principle that 
price increases during 1970 should be kept clearly less than cost 
increases. The application of this principle to all private and 
public activities was endorsed by the Heads of Government at a 


federal-provincial conference later in the same month. 


The Commission now has staff and procedures for exer- 
cising surveillance over price increases across a very wide range 
of private and public business activity, and for reviewing price 
and cost increases to make sure that this basic pricing principle 
is being observed. A substantial number of formal reviews are 
now under way or completed, and an even larger number of informal 
investigations have been conducted. In several instances price 
increases have been rolled back, and in many others firms have 
decided not to proceed with price increases which they had been 
considering. We have also had an encouraging degree of co-oper= 
ation from a number of major professional associations in post- 


poning or limiting increases in their fee schedules. 


In recent months there has been some evidence of modest 
Progress in slowing down the rate of price increase. Consumer 
prices, which were rising at something like 54 per cent a year in 


the first half of 1969, have been running at an annual rate of 
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around four per cent in recent months and in May 1970 were 3.8 per 
cent above the level of a year earlier. This is, incidentally, 

a significantly lower rate of increase in consumer prices than has 
| been occurring in the United States. I would not claim that our 
own efforts in the direction of price restraint have been a very 
important factor in the progress made to date on the price front 
in Canada. The principal factors have been a squeeze on profit 
arcing in a number of important industries and the absence this 
year of widespread increases in sales taxes. Another welcome 
development of recent days has been the reduction in chartered 
bank lending and mortgage rates, which suggests that the long up~ 
ward climb of interest costs may now be in the process of changing 


direction. 


Before we throw our hats in the air, however, I think it 
is worth noting that so far the impact of official policy measures 
and the Commission's restraint program has been entirely on areas 
such as prices, profits, professional fees and borrowing costs, 
and not at all on labor costs. This is rather disturbing because 
there wie limits to how far large increases in labor costs can be 
absorbed through declining profits before firms begin to cut back 
on their hiring and expansion plans. Nor would it be realistic 
to count on the continued co-operation of the business community 
in limiting price increases, or professional groups in limiting 
fee increases, if no limit were to be recognized on the size of 


wage and salary increases. 


02 06 


ay 


*» 
- 


r. 
Ay 
ta 
Hee ay . AY Mas fy’ % a ) 
+ RLS exow OTOT emily eB 
ag aw We nk on nt eigen steve on ad 
" f Ls c 7 - 4 7 » 
‘ 1 A 
p iL, 
of fadtnah.barni ak’ a hei Pr . ey ; 
a : i ine & Ae me atid de ® Seat a “ oi ame tHe & 
t adds eepkn OE SHPO Chak aie ven 713 “SSawol 
( ke , ear wil tii re y eo yi PAM 
; { {t + 
“wy - oh & - aw | on " 
ro : tf og fh 77  \ BeRaSe fottad sdd nk. 
co“ r, & 
~¥ ‘ 
. * * 4 
’ 6 need eval Jallaidves eeee to nolttoe+ib os 
¥¢ 
‘oe & 
4 ai i peas if 5 ee ees Le 2 Sr HM 4 IHoto it 
* 7 > in 
‘ seed ) n A > 
+ cy tk é 1 RB. ORG Sve ei [ ILO LEG 
C SS, 
‘ ee a ‘ et ele . < » & ‘ . Les Oy Cure I i yn . we | 
bind eee hs Sea ye hee! ba te daar a? a De iy Rory J Sista Crit 3 *; 4 acd rt 
a 
: t a Fee ue ~ ‘ Ra 
st Oe hy at a) : eT ve i vy , \ ~ ¢ e . 
icolew soiton Esha? watse’ ol asc1odk baetdse 
. Mes - 
it 
‘ ‘a re s dt , * bi 
‘ a ¥ H a Sy (Le i Ss ¥) ‘ € i ‘ "3 Jit | i 
; 
aK) cf WH} iS caw aete2s Sacun Bris 
v ' j 
ey " 4 oe) ne pi ‘ a a 
! ’ i oF | \, ron yr ? tates 14 ue 
9 - 
i 
‘ i 
> : 
; ow 
+] tear we ey tr oper r ct ep eM. Bebe gory ce edd a* “r 
‘ - * 4 A. . : ee ad rhs a ad yt? te te i 0) a 
4 Fy 
t ‘ . 
— p mt 4 4 - Db i ; ak ree Saat hae of e 
(HeHOM YOLLOG LOLGOLI RO 20% cused Oe 46k ov Jedd oe 
‘ ' , il, 
4 9 I o wt 1 ney we sh pe ee 7 
A " be ne be vy Pee Fe tee Ga * (O58 
ner ai) ~% ot jee | re % 
‘ t ‘ 4 | c pitt) ie et Lod a 4 % g 7 to be | ‘ 
ti : 
' P vi Dt - + . Nate P a ~ 
: : ? j t 4 BLAT «eBTBO0 “ei pe iO 
. ors 4 oT ; yy » — ~~ F sca o> ey bin oe tages * KR 4 ee ee heapa, ell ome ol - 
da nA oP inet. ee r kD of be we Ge liad Ay dove 4s Ji By ct iy a Eb. Meee he WO = | 
d i { Ct" r ‘ ‘ Ud t ? } = 
“ ni | % hd, cen a ; , : 
‘ UO OF hope Barre 1 ar liorg hogan 2eb Agee 
’ a : ; thal) 
; ; 
“ ; j Bale 
as ae Ae) oh a “ee we cyt : ala “¢ » os * By te be 
4 a t L oe ' ote 'h ty airy md tha Nag (oO mau 5 ads g i $3 = ‘ 
y : Sa a 
yy $0 tt 
4 s 
P ra an of > 
Ct Ltt ay cf ag o not sr9ore o2 “june 
¢ ‘ 
5 ai / 
s% a» Fetse-Ee - “ ~~ 
Phas iD al que Lao 1otneotong bru cy 
» 4 ~— 
ee Eh a 8 : 
a. 
’ 
7 
as 
Li i.e 
‘ aay 
A ade ‘ 
ae eee 
yd, a 
J aD Ay 
) ms A * if 
“ a. *<¢« ats ; 
+ “7 
i 


The other side of the coin is that the Government has 
already taken significant steps to ease the recent degree of 
fiscal and monetary tightness, and that it wants to press ahead 
with further measures to expand job opportunities and promote 
stronger economic growth. But, if substantial expansionary moves 
are not to set prices rising faster again a few months from now, 
steps to contain rising labor costs more effectively than in the 
recent past are essential. There is simply no way in which such 
an important component of total production costs as wages and 
Salaries can continue to rise as rapidly as in recent months 
without resulting sooner or later in substantial price increases 


to consumers. 


That is why earlier .this month the Commission asked for 
the support of the federal and provincial governments in extend- 
ing the existing restraint program to include limits on wage and 
salary increases as well as on increases in prices and in other 
forms of income. By broadening the fight against inflation in 
this way we can not only save existing jobs but enable the govern- 
ment to act to create more new job opportunities without serious 


risk of renewed inflation. 


What the Commission has done is to establish a yardstick 
as a guide to what constitutes a reasonable upper limit for wage or 


Salary increases in present circumstances. 


Subject to certain exceptions, current increases in 


annual salary or wage rates for any particular job level in public 
ew 


he 


: spew £02 Somil zeaqy & ane noasex is ‘aeaed isén0e 


Pod 
2 


' 


tah *, % aA 
a ee : . . a: i boy a. Cee oes i 
eed stoamisevoD oid, etd ad ‘rho ons Yoshie 
; ea 8 at es a " A Sima ace 6 eth ce 


oA 
* 


f ‘sexgeb tnepsa eyiz onBe er) agate ‘usoit ke 
i k ; ¢ aa |) : : A et ’ , ake, a a 
beats ssoud af esnew 32 sacks ihe sesntdin is yrssen i BGR 
f ; i ets nec: 5! wey Pt 4 iy Be i Pua ‘Aa mh) 


ssomorgd Hae eels Laur tOogae det. brags Ol eairgsom * 
i a . , ‘ 
~ “Si t . 
P ‘ } > > Pi 5 of he a » Pe , Pi 
ovom visxotenmbpoxs leltinasedea 2k’ .7ua .nswore 5 kceeae " 
% bid e - h “ : w A 
\ 4 5 : E it 2. if 


“0 - s se + 

. “ . 4 « prs ‘a par ben * i P a F J. on i: 

on nox? addiiem wot 2 sisps SePesr priielt escrtqd 298 Gey 7m 
Aiur hi We. 
sid vieviscpaiis atom eraeo toc omLeteé Ase SOO 


ta 


1 . : 4 . a 
hey Ata OO yt hd Br Mc | ot i "Beo DAs 
5 ; d ay em Mes ay ; % 
1906 20D of weota fngos 3 . SiOgmod snaTTOgmM 
or Me ’ 4 f P . mm ae : 
( =~ ; ; ; ry 
Ht10M ignSt . i SiGaer 88 goal: Of 8 uArstAnoS ABD 
90 J r me Fash 3 : penis veor 
ars . 
iol 
' > ~~ 
‘ Hi 
a 
j r - r f 7 * eo 
Mot ‘ t @£088., 140152 iw Bs Bi 
. ‘ a 
* } -" J a 
’ ak ese: : (sionivose Bre bet ofa 2 
7 r c= : 
w y 7 h Laas 
< 4 sic 4 oi a " . ei | oon 94 ve Dp : ‘ oe & bee © eri t Fi Lx@ 
L iit? 6. ‘ Did wth. oe TL Les 9) Pe g aud 4 bee dake in Ot de 
: J TA P A m , i 
f ! v r co e 
; ae « ! OBESE. TO 2 |} @s 
2?) eee skal 
, 7 | * all : yr ee ’ 4 
& fItnk Oo ants iipit ef@ eitteheo:d ye .SmOonr: 
i af ' : a 
revs Mt SLOBie IUG iof polgeixe S768 YinNO Jon. AbD 


rottee Yudédtinw aeeitinuttoqqo dof WER Seco sossa0 O23 bs 4 


ere 2 Pee Bee 5? 
pPOOLlI Re t0L DaWae 


av ¥ t 5 
is rez 
4 
4 ¢ at 
f q om : -— 7 é 
‘wil © o fhie y e aes ‘ 


doisebtsy so datfdnsees of ne: ehOp apd ‘holes iminvo edt 2 
7 | iba ad REE: 


, +f 
G4 MS 


F Pas 5 - wy Ame teri e 


Wi ME a e899 andemiouks +4 bre 
ae rae key PS Miata, Sic EC aay wih . 


ee ot anne Re Mc ts + aad 
Be epeess Sik saeaxu senolsqooxa ks 


be a 


biguig | a, Tevet dot. satudhsiag 


t ae J Ot se bhai? baad My 
“i nf 4 ry! ara i A 7 
A i : { oe NA 


or private employment, organized or unorganized, should not exceed 
six per cent. In many cases, of course, employees will not be 


able to obtain increases as large as six per cent. 


The six-per-cent figure has not been pulled out of thin 
air. It allows both for the long-term average increase of around 
2} per cent annually in national productivity - that is to say 
in average real output per worker - and for a possible increase 


in consumer prices over the next 12 months of around 34 per cent. 


The figure for the average increase in output per worker 
is based on Canadian experience over a long period of years. It 
is an important figure because it tells us roughly how much addit- 
ional output we can expect the economy to be able to deliver to 
back up the average pay increase. Average productivity improvement 
has of course been somewhat below 24 per cent in certain years and 
somewhat above it in others, but these variations have tended to be 
offset by temporary increases or decreases in the share of total 


income going to wage and salary earners. 


Now in considering what it might suggest as a reasonable 
upper limit for wage and salary increases in present circumstances, 
the Commission recognized that in addition to the 24 per cent 
allowance for productivity improvement there would have to be some 
allowance for rising consumer prices over the next 12 months. As 
I have mentioned, the rate of increase in consumer prices has 


recently slowed down to an annual rate of about four per cent, and 


the objective has to be to slow it down considerably further. But 
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this will not happen automatically and it will not happen over- 
night, given the magnitude of current cost increases including 


increases in wage and salary costs. 


The essential point, it seemed to us, was that from now 
on we should try to avoid building into the economy a structure 
of future labor costs which would make impossible further progress 
in reducing the size of price increases, If for example most pay 
increases covering the next 12 months were to be as high as 83 
per cent, sooner or later prices would have to rise at something 
like a six-per-cent-annual rate to be consistent with the 23 per 
cent average annual improvement in productivity. Pay increases 
of as high as six per cent, on the other hand, would be consistent 
with a further reduction in the annual rate of consumer price 
increase to something like 33 per cent over the next 12 months. 
Employees who accepted pay increases of six per cent or less 
could be protected by their employers against the risk of a larger 
price increase than 33 per cent through reopening clauses in 
collective agreements or some other means of providing compensation 
against such an eventuality. It is envisaged that a few months 
from now, given sufficient progress on the price front, an upper 
limit of less than six per cent for pay increases might become 
desirable to be consistent with a rate of price increase of less 


than 33 per cent. 


Pay increases of six per cent or less would be appreciably 
Smaller than the increases of eight-nine per cent which have become 
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common in recent months, as indeed they will have to be if the 
rate of price increase is not to speed up again. On the other 
hand it is worth noting that the average size of second- and 
third-year increases coming into effect during 1970 under major 
collective agreements signed during the last two years is of the 


order of six per cent. 


The Commission has taken the view that in certain 
exceptional cases a wage or salary increase greater than six per 
cent might be justified in present circumstances. These would 
include the case of larger increases obtained by employees currently 
earning less than $2 per hour or $350 monthly salary, cases 
where larger increases could be shown to be necessary is: tide to 
maintain or attract an adequate work force, and cases where the 
removal from collective agreements of specific restrictions on 
work practices could be shown to lead directly to unusual gains in 
productivity. The six-per-cent limit on increases is intended to 
apply to pay rates for a particular job level, not the rate of pay 
of individual workers promoted to higher levels of responsibility 


within the job structure. 


There are many other detailed questions of interpretation 
of the six-per-cent upper limit which we have been considering, but 
which I cannot go into in the limited time at my disposal today. 
The Commission now is in the process of organizing staff and 


procedures for surveillance and review of wage and salary increases, 
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but any elaboration of our plans in this regard will also have 


to wait until a later date, 


Before concluding, however, there are one or two comments 
of a general character I should like to make regarding the present 


status of the six-per-cent figure. 


I am sure most of you are aware of newspaper reports in 
recent days of pay increases currently being granted well in excess 
of the six-per-cent limit. This should not be a cause for undue 
Surprise or alarm. It is bot aati the case that agreement on the 
size of wage and salary increases is reached only after a lengthy 
bargaining process. In many cases offers by employers of pay 


increases well in excess of six per cent have been on the bargaining 


table for a matter of weeks or months. It would Obviously be unreal- 


istic to expect such offers to be withdrawn and the whole bargaining 
process to begin again simply because the Commission had recently 
given its views regarding the appropriate size of newly-granted 


wage and salary increases. 


A second point concerns the degree of support which can 
be expected from governments in attempting to get widespread 
observance of the Commission's suggested guideline. As you may be 


aware, the Commission's proposals were recently discussed at a 


meeting of federal and provincial ministers of finance and treasurers 


in Winnipeg, and discussions with a number of the governments 
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represented are continuing on an informal basis. In general, 
the Commission's suggestions have been well received by the 
federal and provincial governments as a reasonable approach to 
the problem, and it has been strongly encouraged to press ahead 
with its efforts to gain general acceptance of meaningful 


restraint in wage and salary matters. 


This does not mean, however, that the six-per-cent 
limit is more than what it is - an attempt to spell out in rather 
more precise terms what is meant by realistic and responsible 
behavior in the granting of pay increases in Canada's present 
economic circumstances. The Commission has put this suggestion 
forward because of its belief that current ideas regarding the 
appropriate size of wage and salary increases are quite unreal- 
istic in terms of the real economic benefits they are thought to 
make possible. Indeed such ideas stand in the way of responsible 
‘government action to stimulate more rapid economic growth and 


expanding job opportunities. 


The limits proposed by the Commission are not, of course, 
the law of the Medes and the Persians, and those who disregard its 
suggestions are not in danger of being put in jail. The public 
has a right to know, however, what constitute reasonable limits 
for pay increases, and to know that those who disregard them are 
acting against the rest of society. For everyone who without 
adequate justification is strong enough to get a wage or salary 


increase far larger than the economy can deliver on average, 
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someone else who is weak, old or unorganized is forced to accept 
a below-average increase - or even a reduction - in his real 
standard of living as a result of rising prices. And so long 

as this goes on, it will be very difficult to press ahead with 
measures to stimulate economic activity and employment without 


serious risk of even worse inflation than we have seen so far. 
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Prices and incomes commission 


_— 
_ 


For Immediate Release 
Commission des prix et des revenus 
$$ PridayptIuly Lr, ¢Lo720 


West Memorial Building, 
344 Wellington Street, 
Ottawa. 

Telephone: 995-6357 


NEWS RELEASE 


The Prices and Incomes Commission is proceeding with 
price reviews of air fares, cement, edible oils, milk in the 
Ottawa area and certain bread prices announced by bakeries in 
the Toronto area. 

Air Canada and CP Air have notified the Commission that 
they intend to increase air fares and have filed new rate 
schedules with the Canadian Transport Commission. The new 
schedules involve increases in domestic airline fares to be 
implemented Aug. 5. Higher personnel and financing costs are 
cited as reasons for the increases. 

Cement prices were advanced by $1.25 per ton or 
approximately five per cent by four major producers. The 
increase applies to sales in the Maritimes and Ontario. Price 
increases were effective May 1 and June 1 of this year. 

Edible oils have increased substantially in price at 
the manufacturers' level since the beginning of this year. 


Included in the edible oils group are such well-known products 


ere 


; 
wi) 
’ is vt 
yA ifs 
eon A 
3; } : iy ik 
if re ay 
41 =. 
4) ef ty , 
re 
i ‘ 
} ‘ 4 
A 


_pesoten eds ibonmt 308 


eat re er RC I re | tnt ae AN te 
Oe tary < 


(Over. OL yint \ysbaam 


r 


s KE a ipatbl lve isha 
|  « Saerse, nos | 


oe 
j Ne 


. a "2E9-208 enh 


~ 
iy Se 


te 


ri AGIGA Away MA 
OO et E -h n a air, 
pee ne = 
Le 


aes, 


vi 


itiw pathbsssorg et cokedimmoD gemoont has soo l1¢9 edt talc 
a 
nad | to: avelven 


sf 
. 


ac Aiim ,slto oldie ,SHeMmeD , Bot: 


re WERE) tae a ee poe ase A ae poe vee jae 
ert OAR VO DSOMmyo rks ESO £Xq. Hbae%cd oLstreD bas Bots S 
| | ge 
5 Fa 16 ane 
at - ae te " he ‘ de ‘ “4 : . il J =~ e 
Bit goLeetmmoD ods botitson sved SEE HO boc 
t ." 
Y Lies + 
) 938% won Belt? eved bas eseeh @ia onse> 
vr. ae A vy eeu» ee by * We gm ee we | cre 
ian act MOLBa NOD FLoqetBT? ne hbs ce 
at oF sates. ian ifebe me oP : “—r 
94 OF S97TSS: SALLIE OLF8eSnob AL sense x 


" S26 aceon palonsall Bas lennéegeq menpli  .2 seen beane 
, . 1 ae ee rn 


£086 Stork Sit tot ances 
ow an es See ie ‘ ~na i" a sh, 
r | 10 MOF teq CS.L% yd beonavbs oxew ‘eeo ing I neMmeQ » 


yn 1 . em pis : ae 
on -BISOUHOTY totem 1wo0 ved Spa t9q Sviltiy 
° (ap J 47 “A 
“4 efizd .obreia0 bis Sertaesae edd at alse oc Laas 
va ¥ Cs 


pane ‘i -188y atts to £ enut bas , Vem ovi320% 20. alga 
+ an 


; #8 soixq ‘hk vite ts: ndedue Doenospai eyed alto. 
meoy afd. to péiliintped peg 
it % 
of soyboxg awnet- Lie fovea O18 oon she 
i > | ey eS 2 , ' ie he eal fa ‘ 


; bares ae ee Mat a hee 
¥. i on! . i yy 8 oy 
a ¢ fi ie 7 a Ae) a sins 1 a ae: yd 
LD mare oe? f ieee? ¥ 7 he ee : 
ica as GRR: Is Ah a cr 


as margarine, shortening and cooking oil. Margarine price 
increases have averaged five per cent at the manufacturers’ 
level and retailers have passed these costs on to consumers. 
Manufacturers point out that the cost of raw material oils has 
risen steadily since this time last year. 

Three Ottawa dairies have recently raised the whole- 
sale prices of milk and other dairy products. The amount of the 
increase varies with the product and the container size. 
Homogenized milk has increased between one and two cents per 
quart on the average. Home delivery prices have also been 
increased but to a lesser extent than for wholesale. 

The Commission is also reviewing increases in the 
wholesale prices of bread which have been posted in recent weeks 
in Toronto. The increases amount to about one cent on the average 
loaf. The review will concentrate initially on four of 
the main bakeries which account for the bulk of production. 

These reviews are in addition to a number of full-scale 
studies already under way including coffee, canned foods, tires, 
railway freight rates, fine papers, copper and milk in 


Vancouver. 
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Prices and incomes commission 


Commission des prix et des revenus 


August J, 1370 


“NEWS RELEASE 


The Prices and Incomes Commission will carry out 
price reviews of automotive products, specialty steels, 


coal, certain name brand tires and footwear. 


The study of automotive products will include a 
review of prices for 1971 models produced by all major 
Canadian motor vehicle manufacturers. Although none of 
the Canadian motor vehicle producers has yet announced 
firm prices for 1971 models, preliminary contacts have 


already been made with some of the companies and meetings 
are scheduled for next week. 


The Commission will not review provisional billing 
prices which will be superseded by firm prices when the new 


models are available for sale. 


Prices of both domestic and imported coal have been 
increasing. The Commission is therefore conducting a review 


of price and cost changes in the industry. 
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A study of name brand tires will concentrate on 
tires sold by major retailers of automotive products who 
sell tires under their own brand names. This review 
follows a study released last month dealing with rubber 


tires produced and sold by certain major tire manufacturers. 


@ 


Prices of leather footwear, including children's 
footwear, have bekawtiercased and the Commission intends to 
review the reasons for the increases. 

To date the Commission has published price reviews 
on eleven commodity groups and services including air fares, 
coffee, railway freight rates, rubber tires, milk in Vancouver, 
fine papers, duplicating supplies, glass jars, tin containers, 


tin plate and steel. 
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Address delivered by 
John H. Young, 
Chairman, 
Prices and Incomes Commission, 
BO utile 
Rotary Club of Montreal, 
Tuesday, August 11, 1970. 


Queen Elizabeth Hotel, 
Montreal, Quebec. 
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Let me begin by expressing my appreciation 
for the opportunity to be present with you today and to 


offer some brief remarks. 


As you probably know, the Prices and Incomes 
Commission was established by the federal government 
about a year ago with a broad mandate to enquire into 
the whole problem of inflation and to advise on ways of 
dealing with it. . The symptoms of the problem. have. been 
abundantly evident in the substantial and continuous 
upward movement of prices in Canada over the last five 
years. The resulting uncertainty and fear about what 
will happen to prices in the future explains why each 
group in the community now feels that it must obtain a 
substantially larger increase in its earnings than in 
Piaveast if 2c is to maintaih or increase its Share of 


national output. 


That is perhaps the main reason why it is so 
difficult,» in a.country which has been experiencing a 
substantial rate of inflation over several years, to get 
prices under better control and to keep them under better 
control. There is no way of slowing down the rise in 
prices without at the same time slowing down the rise in 
money incomes. But while each group in the community is 
heartily in favor of others holding the line on prices, 


it is just as heartily opposed to limiting its own demands 


for more money income. 
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This creates a serious dilemma for a government 
which wants to bring inflation under better control. A 
combination of sufficiently tough budgets and sufficiently 
tight money will in the end frustrate attempts by private 
groups! tand individuals to lever up their earnings’ through 
the prices they charge for the goods and services they 
supply. But the process is likely to be a painful one for 
those least able to defend themselves - the members of the 
work force whose skills are least in demand by employers, 
and the firms most vulnerable to a worsening of economic 
Conditions. It is also’ likely to be a costly process for 
the community as a whole because of the temporary adverse 


side-effects on the growth of production and employment. 


It is because the principal means available to 
governments for combatting inflation have these disadvantages 
that the Commission has been attempting to devise a more 
direct way of getting at the problem. As you probably 
know, the Commission has worked out with representatives 
of the business community a program for restraining price 
increases during 1970 under which all business firms in 
the country are expected to ensure that any increase in 
their prices is less than the amount needed to cover the 
increase in their costs. The Commission now is actively 
engaged in the surveillance and review of price increases, 
and both the federal and provincial governments have lent 


their support to our efforts. 
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Current developments in prices have been 
encouraging. The increase in the consumer price index 
between June 1969 and June 1970 was 3.2 per cent - a 
full two per cent less than it was over the previous 
12. months. The figure of 3.2 per cent can be compared 
with an increase of around six per cent in the United 
States and increases ranging from just under four to 
over eight per cent in the other major industrial 


countries. 


b: To the extent that business firms in Canada 

f @re limited in their ability to raise prices =~ whether 
by the Commission's price restraint program or by market 
conditions - increases in business income are subject to 
a restraining influence, and there has been growing 


evidence of a profits squeeze in recent months. 


But temporary success in limiting increases in 


prices and profits is not likely to achieve marked or 


can be brought to bear to limit increases in salaries and 
wage rates. Taken together, corporate profits, wages and 
salaries accounted for about 85 per cent of net national 
income in 1969, with wages and salaries roughly six times 
larger than corporate profits. Labor costs are thus by far 


the most important single element of production costs for 


| 

| 

lasting results unless a parallel degree of restraint 
the economy as a whole. 
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Two months ago the Prices and Incomes 
Commission asked for the support of the federal and 
provincial governments in proposing that the price and 
income restraint program be extended to wage and salary 
increases. The Commission suggested that in present 
circumstances annual wage and salary increases should 
not exceed six per cent except in certain cases where 
special, clearly defined grounds for justifying a larger 
increase were present. The extent to which particular 
provincial governments have felt able to provide direct 
support for the Commission's proposal in the two months 
since the Winnipeg conference has not been uniform and 


has been subject to qualifications of various kinds. 


In taking this initiative, the Commission was 
aware of the fact that in recent months the rate of price 
increase in Canada had moderated significantly, that the 
pace of economic activity had turned sluggish, and that 
unemployment had risen considerably. It also knew that 
government policy had begun to move in the direction of 


easing the existing degree of monetary and fiscal restraint 
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so as to bring the economy back to a path of stronger 
growth and expanding job opportunities. But it was also 
aware that a reduction in the size of wage and salary 
increases was essential if these expansionary moves were 
to achieve their purpose without a serious risk of 


renewed inflation. 


In recent weeks there have continued to be 
reports of groups of employees obtaining pay increases 
which seem very large indeed - in some cases involving 
annual increases of as much as 15 or even 20 per cent. 
One of the puzzling features about such reports is how 
the employers who grant such large wage and salary 
increases expect to pay for them. The list of possibilities 


is not a long one, and deserves closer examination. 


Before doing so, however, it is worth noting 
that wage and salary increases of this magnitude are the 
exception rather than the rule in Canada, in spite of the 
degree of public attention which they attract. The 
federal Department of Labour compiles data on average 
increases in base rates of pay under major collective 
agreements in a wide range of industries excluding 
construction. The latest figures indicate that during 


the first six months of 1970 the average size of annual 
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increases provided for over the life of major new 
agreements signed during this period was a little less 
than nine per cent, compared with an average of around 


84 per cent in 1966-67 and of eight per cent in 1968-69. 


These figures should be interpreted with 
caution, since the number of employees covered by major 
new collective agreements during a short period is a 
small fraction of the total labor force in Canada and 
the increases received by these well-organized groups 
may be somewhat larger than those obtained by the smaller 
unions and by unorganized workers. For what they are 
worth, however, the figures seem to indicate that the 
average size of wage and salary increases is still in 
the eight to nine per cent range experienced during the 


previous four years. 


The fact remains that pay increases of this 
magnitude are disturbingly large - about twice as large 
as those typically seen when prices were reasonably stable 
during the first half of the '60s, and significantly 
larger than the figure of six per cent suggested by the 
Commission as a reasonable upper limit under today's 


conditions. 
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How is it that employers feel they can afford 
to grant such large pay increases in the face of 


difficult market conditions and declining profit margins? 


One possibility is through expected improvements 
in productivity... To the extent that a firm can produce 
the same output with a smaller work force or with fewer 
man-hours of labor, these savings offset the higher 
salaries and wage rates the firm agrees to pay to its 


employees. 


But the record of productivity improvement in 
Canada over a period of many years does not offer much 
support for the hope that this particular form of cost- 
saving will go a long way towards paying for eight to 
nine per cent increases a year. Over the last 15 years, 
output per person employed in the commercial economy as 
a whole, excluding agriculture, has increased at an 
average annual rate of not much more than 2% per cent. 
In periods of sluggish economic growth such as we now 
are experiencing the rate of productivity improvement 


has typically been negligible or has even declined. 


It is true that this is a temporary phenomenon 
and that we can look forward with some confidence to 


substantial productivity gains as economic expansion 
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gathers strength. This is because the economy's 
productive capacity will be better utilized and 
because current efforts to combat declining profits 
through improved efficiency should be coming to 
fruition. Better productivity is extremely important 
and very much to be welcomed. But it would be 
unrealistic to expect the economy to be able to digest 
pay increases of anything like eight to nine per cent 


from this source alone. 


A second possibility is for employers to pass 
along to their customers in the form of higher prices 
as large a proportion as they can of the increase in 
their labor costs. Their ability to do so is, of 
course, subject to various limits. These include not 
only the Commission's price restraint program which 
requires some absorption of cost increases, but also 
the extent to which they risk having their prices 
undercut by domestic or foreign competitors or otherwise 


seriously affecting their sales volume. 


In certain industries this may not be a very 
serious risk even when market demand is relatively weak. 
This is true especially where there is a limited number 


of suppliers all facing similar increases in their labor 
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averaging eight to nine per cent than to take a 
determined stand against granting pay increases in 
excess Of Six per cent, particularly 1£ such a course 
of action is likely to involve the employer in a costly 


industrial dispute. 


Teves crue thet in acceding to. such large 
increases in their labor costs in existing market 
conditions the immediate profit position of the firms 
involved is likely to suffer. For the time being they 
will do what they can to minimize their labor costs by 
laying off marginal employees and being very selective 
in hiring new employees. If the squeeze on their 
profits becomes serious enough they may have to defer 


capital expansion projects to a later date. 


But if their hopes are realized, market 
demand will eventually improve. This will mean higher 
output, improved productivity, and a better chance to 
raise their prices enough to pass along their accumulated 


cost increases together with a wider margin of profit. 


How likely is it that before long economic 
conditions in Canada will again be such that firms can 
make large price increases with impunity? In short, is 
it a good bet for employers to let their labor costs 


continue to build up as rapidly as in recent years? 
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For the time being these cost increases 
will have to be paid for at least in part through 
lower profits. But many businessmen seem to be 
assuming that before long it will again be possible 
to pass the whole of these cost increases back to the 


public in the form of higher prices. 


What this calculation implies, however, is 
that it would be acceptable to Canadians to see prices 
begin rising again at higher rates than at present. 

I find this difficult to believe. Perhaps it would be 
well for employers to think twice before assuming that 


future events will come to their rescue in this way. 


Difficult as it may seem, the only sure 
way back to conditions of non-inflationary economic 
growth is through a progressive moderation of increases 


in labor costs, profits and prices together. 
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Prices and incomes commission 


Commission des prix et des revenus 
August 14, 1970 


West Memorial Building, 

m544 Wellington Street, — 

OTTAWA, Canada. ‘Bees | 
NEWS RELEASE 


| 


i 


The Prices and Incomes Commission has 
carried out a study of revisions to passenger fares 


| implemented by two of Canada's regional air carriers. 


Effective March 8, 1970, Pacific Western 
Airlines Ltd. revised fares on certain interior and 
| coastal short-haul routes. The revisions included 
| one fare reduction and a number of increases. The 
company stated that the higher fares were necessary 


to recover increased costs of operations. 


On March 10, 1970, Transair Ltd. made 


changes in its air fares. These changes involved 


routings, minor revisions to group and family fares 

and the introduction of senior citizen standby fares. 
The company stated that the changes were being made to 
cover increased costs, to be consistent with competitive 
rates and to set the fare structure on a seat-mile basis 


where possible. 
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Both Pacific Western and Transair recently 
announced further changes to certain fares to bring 
them into line with revisions implemented by Air Canada 


and CP Air effective August 5, 1970. 


The Prices and Incomes Commission undertook 
an investigation to ascertain whether the farerevisions 
by the two regional carriers were justified within the 
terms of the price restraint criteria agreed to at the 


National Conference on Price Stability held in February, 1970. 


Revenue, cost and profit data were requested 
from each of the companies, including historical information 


and projections of results for 1970. 


Pacific Western forecasts that its 1970 airline 
operations will show a decline in the ratio of net-profit 
to sales revenue compared to the base year 1968. Revenue 
increases therefore would be clearly less than cost 
increases. The year 1969 could not be used as a base year 
because profits were adversely affected by unusual operating 


expenses. 


Transair has incurred operating losses for some 
years. Although the projection for 1970 shows an improve- 


ment from the loss positions of both 1968 and 1969, the 
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rate of. return is within the provisions of the 


criteria. 


In both cases, therefore, it was found that the 


fare revisions complied with the price restraint criteria. 
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Prices and incomes commission 
—_— 


For Immediate Release 
Commission des prix et des revenus 


Aug. 21, 1970 


West Memorial Building, 
344 Wellington Street, 
Ottawa, Canada. 


Tel.: 995-6357 
“NEWS RELEASE 


On Aug. 17, 1970, the Crane Rental Association 
Sf Ontario and Local 793 of the International Union of 
Operating Engineers announced settlement terms of a 
three-year collective agreement covering crane operators 


employed by members of the Association. 


The settlement provides for increases in wages 
and vacation pay for crane operators of more than 15 per 
cent per year, totalling more than 50 per cent over the 
life of the contract. At the end of the last contract 
straight-time rates of pay ranged from $5.25 to $5'65 per 
hour, or about $11,000 annually, for the 80 per cent of 
those crane operators who obtain a full year's work. As 
of Nov. 1, 1972, straight-time rates will become 


$8.00 - $8.40 per hour, or approximately $17,000 per year. 
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These figures substantially understate the total 
earnings of crane operators since a certain amount of 
overtime at double rates of pay has become standard in the 


industry. 


It will be obvious to the most casual observer 
that these pay increases are far above the six percent 
ceiling which the Prices and Incomes Commission has put 
forward as a reasonable upper limit in present economic 
circumstances if progress in overcoming inflation is to 


continue. 


The Commission has recognized that in certain 
exceptional cases settlements in excess of six per cent 
might be regarded as justifiable. These include: 

- Cases involving relatively low-paid workers; 

-~ Cases where serious difficulty in attracting 
or maintaining an adequate work force can be 
demonstrated; 

~ Cases where changes in work practices can be 
shown to lead to unusual gains in productivity; 

-~ Cases where rates of pay have fallen so 
seriously behind those of comparable groups 
as to create major distortions of the wage 


structure. 
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The settlement obtained by the crane operators 
cannot be regarded as falling into any of these 


exceptional categories. 


Earnings of this group are already substantially 
higher than average annual incomes received by Canadian 
workers as a whole. They are also higher than for most 
workers of comparable skill and responsibility including, 
in particular, other crane operators in the Toronto area. 
In 1969 their incomes placed them in the top seven per cent 


of income earners in the country. 


This settlement has occurred in the face of a 
prospective decline in the volume of construction activity 
in the Toronto area and elsewhere. There is no evidence 
that pay increases of this magnitude were required in 
order to attract or maintain an adequate supply of crane 
operators. Nor did the settlement include changes in work 


practices designed to yield unusual productivity gains. 


Representatives of the Prices and Incomes 
Commission met with representatives of the Crane Rental 
Association and the International Union of Operating 
Engineers some weeks prior to settlement. At that time 


both parties recognized the implications of a long-term 
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settlement at such high levels and implied that they 
would be receptive to a one-year agreement. In fact, 
however, a three-year agreement has emerged that reveals 
no concern whatever with future cost, price or employment 


levels in the construction industry. 


The Commission recognizes that many other skilled 
construction trades in the Toronto area received very 
large wage increases in 1969 settlements running through to 
Pietsoring) OL L971. Conceivably, therefore, there might 
have been some justification at this time for a one-year 
settlement which would have brought the termination date, 
rates of pay and working conditions of the crane operators' 
contract more into line with those of comparable trades in 
the area. Instead, there is a serious danger that this 
settlement will be taken by other employee groups as a 
target for the pay increases sought in their new contract 


negotiations in the spring of 1971. 


The potential economic consequences of the crane 


operators' settlement can be put very briefly. 


These increases of around $3.00 per hour apply to 
a small number of workers, and thus their direct impact on 
the total cost of construction projects will not be large. 
It may seem to the employers and employees directly 
involved that these additional costs can be passed on to 


the public almost unnoticed. 
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But this assumes that other employee groups 
will feel less entitled to equivalent pay increases, or 
that other employers will be more able to resist such 
demands. The recent history of collective bargaining 
in the construction industry does not offer much support 


for these assumptions. 
This leaves only two broad alternatives. 


One asthat the public will.continue ‘to be 
willing and able to foot the bill for higher and higher 
construction costs, whether through further increases in 


Pence. Or-1n product prices. 


The other is that mounting public resistance 
to footing the bill will force the deferment or cancella- 
tion of many planned construction projects. The 
consequences may not be of great moment to the crane 
operators or to their employers, but they most certainly 
will be to those construction workers and contractors 


who find themselves without work or driven into bankruptcy. 
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FOR IMMEDIATE RELEASE 


Statement by John H. Young, 
Chairman of the Prices and Incomes Commission 
on the Postal Settlement 


The Commission has assessed pay increases provided 
in the postal settlement as being an average of 6.8 per cent 
per year over the 30 months of the contract from Oct. 1, 1969. 
This clearly exceeds the guideline. It should be noted, however, 
that the portion of the increase to be effective in the period 
prior to announcement of the Commission's guideline in June is 
chs key factor pushing the settlement beyond six per cent. In 
the last two years of the contract from April, 1970, to April, 


1972, the increase provided is well below the guideline. 


There are two important points to be made with respect 


to this proposed settlement. 


The first is that this is by no means the first breach 
of the guideline since virtually all settlements in recent weeks 
have been above the suggested norm. While it is true that there 
is little evidence as yet that wage and salary increases are 


becoming smaller, it would be very surprising if they failed to 


| % | Hing o : Ant utp _— | 


“% in 


i aOe | ae 


uN nie 
j ne Ways 


Byd_Svenegag@.. on chal 
od3 Yo Hemrisd> Oe eee 
Toit fo. | = 

rye ant ae heen rhe 


} 


\ 


beblvoxrey egessxron ¥8q bosaeaes: apc soba tated ont 


‘ fs rs he ei 
7999 390 8.9 to spsieve as omied aS tnomoitioa Reha? 


ih t Das 
030 4S .900 mox® sont4+a00 ond 49 edinom af orf xevo 


.tevawor <beton sd Hittode +1 . Sm bDeBkerp att abesoxe, vlssalo § 


nOLtagq ody mk evidgetie od .o¢ sanonont vars To, sotsiog: oda | 


= 


et emul of aentiebiup a ‘noler immed. eets to Frome SeuOc es oe! 


, 


ny .IN89 teq xie haoved sromelagee ens potrienq xoson yg 


iv 
i. 


sLEtGA OF, 0TE ,LLIGA moxk SoSEOnaAS ads to 2169 ‘ow: te 


-onbheb.tin ott woled: Lane dik hebivore sasoront. 


* 299gee1 dtiw ebraim sd oF neileds tered toept OWs 5x6 otedT 


-Sneme lt toe ‘hue —— a 


ris 


fosexd reas? Sit ensom on vd al aids Sait? ef text? edt, 


eteaew tnsosx AH} edaomalades tis vilpusitiv gone ental 


Rs, 


etads tah J eres et $2 ol idw “tog bosasonue aes oveds 


S16 2.97 KO rorik yxelise Bre epee stedt soy. ae 


ot E bottst yeans Xi palebiqxud vray of Bluow th re 


Pier) PG: 
. d 1 : , a ola al 
se’ , f 2” i 
ae et 
a a2 ; : + TA 
fi vg er a : 
: Cd j a 
¥ 


en ay 


i) : : ra ; 
it ere ee 
ee ee My ig aa, | © way ie f 


respond to the lower rate of price increase, the higher level 
of unemployment and the contraction of profits. The postal 
settlement, which is lower than a number of recent major 


settlements, is a step in the right direction. 


The second point to be made is that cost increases 
will have to decline or the country is going to be faced with 
a hard choice among three possibilities -- continued high 
unemployment, severe inflation or mandatory controls. No one 
wants unemployment, few want a resumption of price inflation 
and many strongly oppose wage and price controls. Yet these 
bleak alternatives are the only ones available if we Canadians 


fail to exercise commonsense and economic realism. 
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What I want to talk about today is how things 
now stand in the battle against inflation and what the 
prospects look like for the balance of this year and into 


eg 


To put matters into perspective, it may be 
helpful to begin with a brief backward look at how the 
effort to control inflation has gone since the Prices and 
Incomes Commission appeared on the scene in July of last 


year. 


If you will cast your minds back to that period, 
you may recall that the economic atmosphere was very 
different from what it is today. The Consumer Price Index 
in Canada had risen by more than five per cent over the 
previous 12 months. New wage settlements were providing 
for annual increases of more than 73 per cent and appeared 
to be rising. Both in Canada and in the United States 
budgetary and credit restraints had been in effect since 
the previous autumn, but up to then without any very marked 
dampening of price and cost increases or the vigorous pace 
of business activity. The prevailing mood was one of 
widespread skepticism that the inflation which had been 
raging through North America for the last four years would 


or could be brought under control. 
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In its initial public statements the Commission 
argued that this skepticism was mistaken. It seemed 
clear to us that the authorities both in Ottawa and in 
Washington were committed to the view that they had no 
realistic alternative but to come firmly to grips with 
the problem of inflation. The Commission also pointed out 
that unless there were an early reduction in the size of 
price and income increases, the monetary and fiscal 
measures available to the authorities for bringing 
inflation under control might well, for a time at least, 
result in a severe drag on the growth of production and 
employment. We suggested that if direct pressure could 
be brought to bear on a broad front to scale down the size 
of price and income increases generally, it might be 
possible to shorten and soften the painful period of 


adjustment to a more stable price level. 


The Commission's initial line of attack was to 
explore the possibility of working out a joint restraint 
program involving business, government, labor and other 
organized groups. It was hoped that out of these discussions 
might emerge broad agreement on a set of ground rules to 
give practical meaning to price and income restraint. The 


Commission also hoped to obtain general acceptance of the 
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need for effective surveillance and review procedures to 
ensure that these ground rules were being observed, and 

for effective pressure to be brought to bear by governments 
in serious cases of non-compliance. It was recognized 

that if price and income restraint were to apply generally 
and equitably across the country, the approach I have just 
described might have to be supplemented in certain areas - 
such as house rents and income from commodities sold mainly 
on world markets - by regulatory or fiscal action on the 


part of governments. 


As I am sure you know, this way of attacking the 
problem had to be abandoned last October in view of the 
Opposition of organized labor, and the Commission had to 
fall back on a more piecemeal alternative approach. The 
Support of the business community, professional groups and 
governments was obtained for a general program of direct 
restraint on price increases, backed up by price surveillance 
and review procedures and by the application of governmental 
pressure to help ensure compliance. The general principle 
to be observed in pricing policies was that prices should 
be set at a level which would cover less than the full amount 
of cost increases. In effect, therefore, business firms 
were expected to accept a contraction of their profit margins 


during 1970. 
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Since the conference the degree of co-operation 
and support of the business community for the price restraint 
program and its objectives has been very encouraging to the 


Commission. 


We recognized from the outset, however, that the 
program would have limited scope in significantly slowing the 
rate of price increase unless effective restraining pressure 
was also brought to bear on the size of wage and salary costs. 


As everyone knows, this has not proved to be easy. 


Once the price restraint program was reasonably 
well established, the Commission put forward a proposal that, 
subject to certain exceptions, annual increases in salaries 
and wage rates in present circumstances should not exceed 
six per cent. Pay increases of this magnitude would allow 
for the 23 to three per cent average annual increase in output 
per employee which the economy has in fact been able to 
deliver over a period of many years, and would at the same 
time allow for something like the current rate of increase 
in consumer prices of three to 33 per cent over the next 12 
months. The Commission pointed out that the size of pay 
increases would have to moderate at least to this extent if 
economic expansion were to resume and unemployment fall 
without a serious risk of prices beginning to rise more 


rapidly again a few months from now. 
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In putting forward this suggestion we were very 
much aware that any such weueie 16H of the existing program 
of restraint on price and profit increases could not in all 
fairness stop with wages and salaries, but should extend to 
other important forms of income as well. Indeed, in seeking 
the endorsement of governments for the price restraint 
program at the Federal-Provincial Conference of First 
Ministers back in February of this year, we had urged the 
provincial governments to consider action to restrain 
increases in rents and professional fees. Thus, when the 
Commission put its proposal for wage and salary restraint 
to the federal and provincial governments in Winnipeg in 
June of this year, it suggested at the same time that further 
restraining action would be required by some provinces in 
areas such as rents and professional fees in order to make 


wage and salary restraint more acceptable. 


The Commission's proposal, which was supported by 
the federal government, was received sympathetically by 
most of the provinces, although the extent to which particular 
governments were prepared to offer support was not uniform. 
The Government of Manitoba, for example, while prepared to 
give positive support to an effective cost and income 


restraint policy, felt that the proposal was too narrow in 


pee 


eins brswiot pattiuq ar ‘1 


“ohenetxs dosva yas ted3 oxewe 


i S3ftorg bas scitgq ao saree: 


. 
- 
: os r 
a Lhe Oo Ws } it . 
i f : . 2. ere’ 
ea -e bl . 9m wt be 


i b z 
+s besesppue ti ,1isey etdy to Sm 
J 


7 “— a ~ 
rignpes ead Hbiltiow sotzvos 
Bad rn a red 
MOLEESIOIWg oO iieky 8s 
© ™, ~~ > “+ 
55 SEOU IMisutesi vt 


Ss ee 
Olea tiov2eD sAT 


eee eee Ps 
~,VHhOomiisevoo it 


dt dowedtis ,esonivorg sas 


ray 
@ 


tte of betsqe1g stew 2 
ve ' 
imsxo tok ,sdotinsM to. + 


fo A 


it09%2e ne ee OE 


scope. It felt that all income sources including profits, 
dividends, rents, professional fees and interest should 

be subject to equivalent review and limitations, and that 
such action should be coupled with intensified efforts 

to reduce economic and social disparities and regional 
imbalances. In general, the degree of support which most 
governments have felt able to give the Commission's 
proposal in the three months since the Winnipeg conference 


has been subject to a variety of qualifications. 


Meanwhile, important changes have been taking 
place in underlying economic conditions in response to 
the whole range of measures employed over the last year 
and a half both in Canada and in the United States to 
combat inflation. The main ways in which the economy has 


responded to these measures can be summarized briefly. 


To begin with, the growth of public and private 
spending in the economy now is rising in total at a much 
more subdued rate than was the case a few months ago. 
Gross national expenditure, which had risen by 11.6 per 
cent from the fourth quarter of 1968 to the fourth quarter 


of 1969, has since risen at only about half that rate. 
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With spending in the economy growing much more 
slowly, there has been a significant moderation of the 
rate of price increase, but an even sharper impact on the 
growth of production and employment. Indeed, in the second 
quarter of this year the growth in the physical output of 
the economy came virtually to a standstill. Since the 
labor force has continued to expand more rapidly than 
employment opportunities, there has been a sharp rise in 


the unemployment rate to more than 63 per cent. 


So far as it goes, this moderation in the rate 
of increase in the price level can be regarded as 
encouraging. Over the last 12 months the Consumer Price 
Index in Canada has risen by less than 33 per cent. This 
is a substantially smaller increase than that which occurred 
during the preceding 12 months. It is also substantially 
less than the rise in consumer prices in the United States 
over the last 12 months (which has been close to six per 
cent) and is in fact about as small an increase as has been 
recorded in any western industrialized country during this 


period. 


There are, however, other ways of looking at the 
recent behavior of prices in Canada which are much less 


comforting. 
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It is rather ironic that we find ourselves’ 
drawing encouragement from an annual rate of increase in 
consumer prices of something less than 33 per cent. A 
few years ago people would have regarded such a rise in 
prices as a matter for considerable alarm, since in most 
years during the 1950s and early 1960s the annual rise in 
prices was in the range of one to two per cent. It is 
worth recalling that a rate of increase in prices of 
33 per cent a year continued over a period of 20 years 
results in a doubling of the price level, and thus cuts 
the purchasing power of money in half. Lf this rate oF 
inflation is to be regarded as about as moderate as people 
have a right to expect, it is difficult to see how wage 
and salary earners who are presently 20 years away from 
retirement can take much comfort as they consider what 
their pension rights and retirement savings will be worth 


at the end of their working careers. 


It is also disturbing that the reduction in the 
rate of price increase has not as yet been accompanied by 
any very clear signs of a corresponding moderation in the 
size of wage and salary increases. Major wage settlements 
in the second quarter of 1970 provided for average annual 
increases of 83 per cent, far larger than the long-run 


average annual increase of 24 to three per cent in national 
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productivity. Corporate profits, by contrast, were down 
by more than eight per cent in the second quarter from 

the level of a year earlier. Profits per unit of output, 
which are broadly indicative of profit margins, were down 


even more sharply, by more than 11 per cent. 


What we have, then, is an economy which is 
currently displaying somewhat improved price performance 
but under temporary conditions which are highly abnormal. 
The important question is whether we can continue to 
improve on this price performance as the economy moves back 
to a more normal rate of growth with the level of unemploy- 
ment moving down and profit margins beginning to recover 


from the current squeeze. 


In recent months the thrust of monetary and fiscal 
policy both in Canada and in the United States has been 
shifting progressively towards stimulation of renewed 
economic expansion. The results of this change in policy 
emphasis should become increasingly apparent over the months 
ahead. How far and how fast the authorities will feel able 
to continue to move in this direction is, however, by no 
means certain. If labor cost increases of the size that we 


have seen recently continue to be built into the future 
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structure of production costs, there is simply no 
possibility of escaping either a renewed upsurge in 
prices at some later stage in the process of economic 


recovery, or else a bogging down of the recovery itself. 


It is to be hoped that this gloomy view does 
not turn out to be the right one. If the size of wage 
and salary increases should fail to respond at all quickly 
or in any marked degree to the anti-inflationary efforts 
of the last two years, the possible courses of action open 
to the authorities would all be bleak ones. To continue 
to press ahead with expansionary policies in such circum 
stances would all but guarantee that these large increases 
in labor costs could be passed on to the public without 
difficulty in the form of correspondingly large price 
increases. To call a halt to the expansion of the economy 
would entail further losses of potential output and 
continued high unemployment. To resort to some form of 
compulsory price and income controls would almost certainly 
involve a very broad and unwelcome intrusion by government 


into private decision-making in economic matters. 


If the need to control inflation is seen to be 
inescapable, while counter-measures which run the risk of 


increasing unemployment are regarded as uncivilized, 
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voluntary restraints are regarded as ineffective, and 
mandatory controls are regarded as unthinkable, the 
circle is complete. Of course, if it were to come to 
this, an answer would nevertheless have to be found and 
a choice made of some combination of these unpalatable 


alternatives. 


On the other hand, it is possible to take a more 
hopeful view that wage and salary increases will indeed 
respond before long, as they have in the past, to a weaker 
market demand for goods and services, higher unemployment 
and excess capacity, lower profits and a slower rise in 
the cost of living.~ The fact that so little response is 
visible as yet is no doubt attributable, in part at least, 
to the unusually long period of unbroken expansion and 
strongly rising prices from which we are now emerging. It 
can also be argued that many of today's wage settlements 
stem from negotiating positions adopted several months ago 
on the basis of views about the state of the economy which 


have since turned out to be quite unfounded. 


In short, a case can be made that the fires of 
inflation in Canada are definitely on the wane and that 
increases in labor costs should soon be responding to the 


changed economic environment. At present this case must 
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be based almost entirely on past experience with very 
little current evidence available as yet to support i 
It is already clear, however, that an earlier return 
commonsense and economic realism in the size of pay 
increases might have enabled us to avoid much of the 
unemployment and loss of output that we are now 
experiencing. It is also clear that decisions taken 
now to moderate cost increases can have an important 
effect on the position in which we are likely to find 


ourselves a year from today. 
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TOLOMLo;, ONcaLae, 
September 28, 1970. 


HNOues Lor Use by vonn HH. Young, 
Chairman, Prices and Incomes Commission, 
at the Annual Meeting of the 
Canadian Electrical Manufacturers' Association 
The Commission has received a number of enquiries 
regarding the status of the restraint program after 
December 3lst, 1970, particularly from firms considering 


| Peir pricing policies for 1971. 


At the National Conference on Price Stability 


last February the Commission made it clear that the present 
program was designed to help meet a current problem and that 
it would be phased out as soon as conditions made this 
feasible. The Commission indicated that the application of 
the price restraint criteria, which business firms were being 
asked to observe during the year 1970, would not be extended 
into 1971 without renewed discussions with the business 
community and sufficient support on their part for such an 
extension. Preliminary discussions now are under way with a 
number of business organizations and leading businessmen on 
what form of program, if any, might serve a useful purpose 


and gain wide acceptance after the end of the year. 
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At the same time the Commission is continuing its 
efforts to influence the size of wage and salary increases..- 
While the results so far have not been very encouraging, the 
g@gqmee of success ultimately achieved is’ boundto be affected 
bynahne:behavioryvof prices not only over the remainder of 1970 


but well into 1971 as well. 
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Prices and incomes commission 
Dr 


Commission des prix et des revenus 
ESS 


West Memorial Building, 
344 Wellington Street, 
go oR WA 


Telephone: 995-6357 


Governmapt 


For Immediate Release 


October 7, 1970 


NEWS RELEASE 


WAGE SETTLEMENTS IN THE ONTARIO RETAIL FOOD INDUSTRY 


Wage and salary negotiations affecting employees 


of three major food retailing chains in Ontario have now 


been substantially completed. 


The average wage increase 


for full-time employees for a period of something over two 


years is estimated by the Prices and Incomes Commission to 


be about 26 per cent, 


or around 114 per cent per year. The 


annual rate of increase is thus close to twice the six per cent 


ceiling which has been put forward as a reasonable upper limit 


in present economic circumstances if progress in overcoming 


inflation is to continue. 


The Commission has been unable to find any 


justification for the amount of these increases in terms of 


the exceptions announced with the guidelines in June. Full- 


time workers in the industry are not relatively low-paid. 


Firms have had no difficulty in attracting or maintaining an 


adequate work force, nor have rates of pay fallen behind those 


of comparable groups. 
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The present settlements were reached without 
a hint of strike or lock-out, despite the employers' 


expressed dismay about the size of the increases. 


This can perhaps be more easily understood by 
recognizing that in some ways the food retailing industry 
is similar to construction — another area where wage 


settlements have been excessive. 


Both industries sell a service which cannot 
readily be imported and for which there is no close substitute. 
This means that price increases which are industry-wide have 
little effect on sales by individual companies. Thus it is 
not difficult for firms to pass on to consumers the cost of 


excessive wage and salary increases. 
The companies and unions involved are: 


Steinberg's Ltd.,and Amalgamated Meat Cutters 
and Butcher Workers of North America, affiliated 
with AFL-CIO local 633, 


Dominion Stores Ltd., and the Retail, Wholesale, 
and Department Store Union, and 


Loblaws Groceterias Co., Ltd., and the Union 
of Canadian Retail Employees. 


The new contracts cover both full-time and part-— 
time employees. Percentage increases are roughly comparable 
for both groups but, because of the generally lower wages 
paid to part-time workers, the Commission is confining its 


comments to the settlements for full-time employees. 
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For full-time employees, wage increases range 
from a low of $27 per week (25%) for some male and female 
clerks to a high of $45 per week (28-33%) for some department 
managers and assistants. Improvements in fringe benefits 
include higher shift differentials, increased premium pay 
for work on a normal rest day, a total disability salary 
continuance plan and establishment of a company~-paid 
prescription drug plan, all of which increase the cost of 


the settlements. 


The lowest paid job classification in all 
contracts is that of Female Clerk. The actual rate and 
conditions of employment vary from company to company, but 
a representative Female Clerk with 12 months! experience would 
have earned about $108 per week or $5,600 per year at the 
close of the last contract. On June 22nd of next year her 
salary would be 27% per cent higher at $135 per week or 
$7,000 per year. This is an annual rate of growth of 


12 per cent. 


Male Clerks - the second lowest paid category - 
do not fare quite as well in terms of percentage increases. 
At termination of the previous contract, a Male Clerk could 
reasonably expect to be receiving $112 per week after 12 months’ 
service, or $128 per week after 30 months' service. When the 


agreed increases are all incorporated in the rates, the same 
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Clerks will receive $142 per week ($7,400 per year) and 
$158 per week ($8,200 per year) after the same periods of 
service. These are increases of 264 and 23% per cent in 


tocal or Li sso “and "10.4 per ‘cent per year. 


Journeymen meat cutters in the retail food 
chains earned about $138 per week, or $7,200 per year 
under the old contract. Their total increase in just over 
two years is 29 per cent and will bring their wages to 


$178 per week or $9,250 per year. 


Most chief clerks, assistant managers and 
department managers who were paid at rates ranging from 
$7,500 to $8,500 per year will rise to between $9,800 and 
oa ,700.”° The PaGcetiade increases are between 25 and 31 


per cent over two years. 


Over the twelve-month period ending June 1970, 
major industrial settlements have averaged 8%-9% per year. 
With a long term national productivity increase of 245—-3% 
a year, this level itself is clearly inflationary. Were 
these retail food settlements to become part of a general 


pattern, an even higher rate of inflation could be expected. 


As indicated above, there are close similarities 


between retailing and construction. In the collective 


bargaining arena, the employers have tended to act independently 
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while the unions are well organized. In practical terms, 
this has meant that the unions can and do use the "whipsaw" 
technique to pick off employers one at a time. Individually, 
companies have everything to lose and nothing to gain from 

a strike. Their customers will switch to a competitor for 
the duration, some never to return, and snepevey: settlement 


is reached will simply become the pattern for the industry. 


This behaviour would be less disturbing if the 
retail food industry could be isolated from the rest of 
the economy. This is, however, not possible. it 18 tee 
that labor costs represent only 9 to 10 per cent of net 
sales revenue, so that the current settlement if translated 
directly into price increases would result in no more than 
a 24-3% increase in retail food prices over the life of the 
contract. With some growth in sales volume and: in productivity, 
the price increase needed to maintain profits and profit margins 


would be even less. 


At the same time, however, other groups — particularly 
those in closely related industries - will feel they have an 
equal claim to an increase in real purchasing power of this 
magnitude. Thus, demands for equivalent increases could spread 
throughout the economy, raising the cost of goods purchased 


for resale by the retail food stores. These cost increases 
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would also be passed on to consumers, and what at first 
appeared to be an "acceptable" price increase would 
rapidly become "unacceptable". This, in turn, could 
produce even higher wage demands "in order to keep up with 


» 
the cost-of-living". 


For the economy as a whole, increases in real 
income are determined by increases in national productivity. 
When wage gains in excess of that figure become general, 
the excess amount will almost certainly be erased by price 


increases. 
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AS EE es 
Prices and incomes commission 
EE ae eae 
Commission des prix et des revenus 
eS: For Immediate Release 


October a4, 1:19:70 


West Memorial Building, 
344 Wellington Street, 
Ottawa. 


Telephone: 995-6357 


NEWS RELEASE 


The Prices and Incomes Commission announced 
that it will immediately undertake a review of price 
increases announced today by the International Nickel Co. 
of Canada Ltd. These price increases affect both domestic 
and export sales. 

The company stated that it has increased these 
prices by approximately four per cent in order to 
compensate for reductions in Canadian dollar revenue 


resulting from the unpegging of the dollar in June. 
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Prices and incomes commission 


Commission des prix et des revenus 
For Immediate Release 


October’ 26,1970 


West Memorial Building, 
344 Wellington Street, 
Ottawa, Canada. 


Telephone: 995-6357 


NEWS RELEASE 


The Prices and Incomes Commission will 
proceed with a review of price increases by a number 
of major oil companies. These price increases relate 
to home heating fuel sold in the Atlantic provinces, 
Quebec and portions of eastern Ontario, and certain 
bunker, diesel and other fuels. In some cases 
wholesale gasoline prices in the Atlantic provinces, 
Quebec and eastern Ontario have also been raised. 

Preliminary discussions have already been 


held with some of the companies concerned. 
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CANADA 
- 


Prices and incomes commission 


Commission des prix et des revenus For Immediate Release 


eT 


OCtOber 2 wow 


West Memorial Building 
344 Wellington Street 
Oa ALN 


Telephone: 995-6357 


NEWS RELEASE 


The Prices and Incomes Commission views the 
arbitration award today to federal government economists, 
statisticians, sociologists and mathematicians as 
totally unjustified in the light of current economic 
conditions and the wage and salary restraint program 


proposed by the Commission and supported by the Government. 


The award of the Public Service Arbitration 
Tribunal, which affects about 1,000 employees, covers a 
two-year period from July 1, 1970, and provides increases 
totalling 15 per cent for employees who have been earning 
up to $23,500 a year, 14 per cent for those earning up to 


$22,500 and 13 per cent for all ‘others. 


The Commission is also surprised that at this 
time the tribunal saw fit to extend overtime pay to 
highly-paid professional employees for hours worked in 


excess of 373. 
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Few groups in the community should be in a 
better position than economists in the public service 
to know that if employee groups generally were to obtain 
current wage and salary increases of this magnitude, 
there would be no hope of avoiding a renewal of price 


Tt taAcion. 
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NADA 
_ 


Prices and incomes commission 
— ETT eee 


Commission des prix et des revenus 


For Immediate Release 


October 26.5 015,/0 


West Memorial Building 
344 Wellington Street 
oot tA WA 


Telephone: 995-6357 


NEWS RELEASE 


It has come to the attention of the Prices 
and Incomes Commission that the terms of the temporary 
restraint agreement made last winter between the 
chartered banks and the Commission are being cited by 
certain chartered banks as preventing them from reducing 


their prime lending rates in present circumstances. 


The Commission wishes to make it clear that 
any such interpretation of the terms of the .agreement 


is unwarranted. 


The basic commitments which the banks gave the 
Commission with respect to their lending rates are set 
forth in a letter dated Feb. 5, 1970, from the President 
of The Canadian Bankers' Association to the Chairman of 


the Commission, as follows: 
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"We agree to refrain from increasing 
interest rates charged on Canadian dollar 
loans,inuCanada except) to the extent of any 
corresponding percentage point (or fraction 
ofea point) increase in the rates of interest 
payable on chequable and non-chequable 
personal savings deposits in Canadian dollars. 
Rates on personal instalment loans and credit 


card plans will remain unchanged. 


"We undertake, in the event of a 
reduction in interest rates payable on such 
savings deposits, to reduce lending rates on > 
Canadian dollar loans in Canada by a 
corresponding percentage point (or fraction 


thereof)." 


It will be evident that what the banks undertook 
to do, in the event that they lowered the rates payable on 
personal savings deposits, was to reduce their lending 


rates correspondingly. 


There is nothing in the agreement, however, 
which would prevent the banks from lowering their lending 


rates in the absence of such a reduction in their savings 


deposit rates. 


Indeed, the banks conceded as much when they 


lowered their prime lending rates by half of one per cent 
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effective July 1, 1970. On that occasion they reduced 
the rate payable on non-chequable personal savings 
deposit accounts but not, as they could have done under 
the agreement, the rate payable on chequable personal 


savings accounts. 


it may well be that the banks see difficulties 
in reducing the rates they pay at present on personal 
savings deposit accounts, and that they are reluctant, 
therefore, to make a second reduction in their lending 
rates which would further narrow the average percentage 
point spread between the interest cost of deposit funds 


and the interest earned on loans. 


Ie tivemromene substance of their position, the 
banks should make their case on its merits. There is 
nothing in their agreement with the Commission, however, 
which entitles them to argue that they are debarred from 
reducing their lending rates so long as they maintain 


their personal savings deposit rates at their present level. 


Government 


7 Pablications 


CANADA 


Prices and incomes commission 
— 


Commission des prix et des revenus 


Tuesday, October 27, 1970 


West Memorial Building 
344 Wellington Street 
Ottawa 


Telephone: 995-6357 


Attached is a copy of a letter sent today 
by the Chairman of the Prices and Incomes Commission, 
Mr. John H. Young, to Mr. Leslie Barnes, Executive 
Director of "the “Professional Institute ‘of ‘the Public 
Service of Canada. 


Also attached for reference is a copy of 
Mr. Barnes' letter of October 13 to Mr. Young. 
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CANADA 


Prices and incomes commission 


C eee d °. t d 
ommission des prix et des revenus October 27, 1970 


Minions W,<C 5. Barnes 

Executive Director 

Professional Institute of the 
Puol1 cs Service -of, Canada 

786 Bronson Avenue 

OTTAWA, Canada 


Dear Mr. Barnes: 


I am sorry for the delay in answering your 
Letter of, October 13,..but .as. you .~perhaps,.know, the 
Commission has been holding meetings in various parts 
of the country looking to an extension of the price 
restraint program. I should like, however, to comment 
on a number of points in your letter. 


Contrary to what your letter implies, the 
Commission has followed bargaining developments for 
these groups closely and is well aware that one of 
five factors the Arbitration Tribunal is required to 
take into consideration relates to "conditions of 
employment in similar occupations outside the public 
service". 


The Commission has been unable to find evidence 
that payment at premium rates for time worked in excess 
of the standard work week is a common condition of 
employment for economists and other highly-paid workers 
outside the public service. On the contrary, the general 
practice is that professional and other employees earning 
Salaries in the vicinity of $20,000 a year are paid for 
accomplishment and attainment of objectives regardless 
of the hours spent. 


The most recent data provided by the Pay 
Research Bureau indicate that average salaries for economists 
in the public service were slightly below those of their 
counterparts in private industry as at July l, 1970. In 
the Commission's view, your demands have reversed this 
position, putting public servants in an exceptionally 
favourable position in relation to the majority of 
industrial economists. A great number of public service 
economists, sociologists, statisticians and mathematicians 
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will receive overall salary increases (including 
statutory and merit increases within the revised ranges) 
OF between 11 per cent and 13 per cent..foum thesyear 
ending June, 1971, and only slightly smaller increases 
for the following year. 


In addition, the Commission has substantial 
direct knowledge of the pay and work of economists in a 
number of areas including the universities. The Commission 
does not consider that an objective comparison of the 
qualifications, responsibilities and salaries of economists 
outside the public service with those inside provides 
significant support for your position. 


The Commission, of course, recognizes that 
arbitration proceedings must be carried on in accordance 
with the provisions of the Public Service Staff Relations 
AcCc., yYrour letter does not mention that according to the 
Acc, the Anbitratvon (Tribunadshall tconsider whany: other 
factor that to it appears relevant to the matter in dispute". 
Although the Commission did not have anyone in attendance 
at the oral presentations, we have examined the written 
arguments. In the Commission's opinion, the parties involved 
in this matter could have - and should have - given serious 
consideration to the need for all employee groups in the 
community to restrain their wage and salary demands in 
present economic circumstances. 


If wage and salary increases of the magnitude 
obtained by these groups are to be the general rule, price 
inflation can only get worse. If they turn out to be the 
exception, while most other settlements fall increasingly 
into line with productivity improvement, these groups of 
highly-paid workers will have obtained a special advantage 
over other wage and salary earners. In either event, the 
increases obtained seem to the Commission impossible to 
justify for;the;),groups you represent, and to ibe;icontrary to 
the best interests of Canadians generally. 


In view of the fact that your letter to me was 
an open one, this letter is being made public. 


Yours sincerely, 


John H. Young, 
Chairman. 
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(COPY) 


THE PROFESSIONAL INSTITUTE OF THE PUBLIC SERVICE OF CANADA 
L'INSTITUT PROFESSIONNEL DU SERVICE PUBLIC DU CANADA 


786 Bronson Avenue:Ottawa 1, Canada/Telephone 613-237-6310 


Gel00 
October: disze 19.0. 


Dia aed. LOUnGg, 

Chairman, 

Prices and Incomes Commission, 
West Memorial Building, 
Wellington Street, 

Ottawa, Ontario. 


Dear Dr. Young, 


Your recent statement to the news media 
concerning the award of the Public Service Arbitration 
Tribunal in the matter of the Economists, Sociologists, 
Statisticians and Mathematicians employed in the federal 
public service will have been a further disappointment 
to those who still hope for fair, balanced and 
intellectually acceptable comments from the Prices and 
Incomes Commission. 


The award was made by conscientious and 
experienced experts sitting as a tribunal in accordance 
with the Public Service Staff Relations Act. For some 
reason best known to yourself you omitted to point out 
that this Act requires the awards of the tribunal to be 
governed by specific criteria including "the conditions 
of employment in similar occupations outside the public 
service". 


Mr. Justice Montpetit and his colleagues based 
their award on a hearing which occupied the better part 
of a week during the course of which representatives of 
both the Treasury Board and the Professional Institute 
participated fully. The statistical and other evidence 
submitted by both parties together constituted a massive 
collection of relevant information which the members of 
the tribunal studied for nearly two months before handing 
down the award. Nevertheless, in a matter of a few hours 
after the release of the findings and without the benefit 
of either supporting analysis or other technical justifi- 
cation, you saw fit to subject the findings to general and 
sweeping condemnation. 
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Dr. Young, page 2 Deuober ios Lae. 


On the basis of your statements last Friday, 
it is difficult to escape the conclusion that you were 
recommending that professional public servants should 
be paid less than their peers in the outside sector of 
the economy and, furthermore, that they should work as 
long as their employer wishes in order to earn such 
subnormal salaries. 


If this is, in fact, your view then one must 
have deep concern about the economic and other philosophies 
which are motivating the work of your Commission. Pending 
the satisfactory solution of this dilemma I am afraid that 
an ever increasing number of thinking and concerned citizens 
Srethie Country will be reluctantly forced,.to accord to 
statements emanating from your Commission that degree of 
credibility customarily reserved for official propaganda. 


I propose to release this letter to the news media 
as of mid-day today. 


Yours sincerely, 


L.W.C.S.Barnes, 
Executive Director. 
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& Government 
Pablications 


CANADA 
— 


Prices and incomes commission 


Commission des prix et des revenus 


——_——_ 


For Release at 10:30 p.m. EST 


West Memorial Building, 
344 Wellington Street, 
OuUTITSA WA 


Telephone: 995-6357 


Address delivered by 
volin Ho; young, 
Chairman, 

Prices and Incomes Commission, 

to a joint meeting of the 

Retail Credit Grantors' Association and the 

Canadian Credit Men's Association, 

Tuesday, November 3, 1970. 


Vancouver , YB éCt 
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Those of us who are associated with the Prices 
and Incomes Commission are spending a good part of our 
time these days considering and discussing the nature of 
our program as we move into 1971. Anyone who is directly 
concerned with that set of questions can easily make the 
mistake of assuming that all the members of an audience 
such as this are thoroughly familiar with what the Commis- 
sion has been doing for the last year and a half, and that 
you all understand exactly where we find ourselves today. 
This is unlikely to be the case, and many of you would 
probably welcome a brief review of the events which have 


led up to the present situation. 


An obvious place to start is to ask why the 
government appointed a Prices and Incomes Commission in 
the first place. As in most government decisions there 
were, no doubt, a number of considerations which played a 
part, but certainly one notion received a good deal of 
emphasis in the White Paper which led up to the establish- 
ment of the Commission. This was the idea that while con- 
ventional monetary and fiscal policies could curb in- 
flation, they might be able to do so only ata high cost 
in terms of unemployment. As pointed out in the White 


Paper on Policies for Price Stability: 
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"The conclusion drawn by the Government of 
Canada from our recent experience is that 
the present policy tools are not sufficient 
to resolve the very real conflict that 
exists at the present time between the ob- 
jectives of maintaining high level employ- 
ment and restoring the price stability 

that is necessary for sustained economic 


growth." 


In short, what was being sought was not a way 
ef stopping, inflation.) That could»always)be donesby 
sufficient restriction of public and private expenditure. 
Rather what was needed was a way of stopping inflation with 
less unemployment than would otherwise be the case. 
Some critics have suggested that the word "employment" 
should be added to Prices and Incomes in the Commission's 
title in order to stress the importance which should be 
given to employment as well as price stability. The 
absence of the word "employment" from our title has not 
reduced its significance in our thinking. From the outset 
the central concern of the Commission has been to find 
ways of achieving price stability at a minimum cost in 


terms of unemployment and lost production. When we were 


in fo 
Ni 
ad 
4 
‘a 
' 
at 


A 


a 


casting around for the theme of a pamphlet we issued some 
months ago, it became obvious to us that the clearest 
way of describing what we were trying to do was "Fight 


Inflation - Save Jobs". 


What did this mean in practical terms when we 
began our work a year ago last July? At that time the out- 
look for price stability was anything but favorable. 
Prices had risen five percent in the previous 12 months, and 
wages and salaries were 73 per cent above the level of a year 


earlier with further increases in prospect. 


Many doubted whether governments had the power 


or the determination to control inflation. 


We had no such doubts. It was apparent that 
the authorities both in Ottawa and in Washington had de- 
cided that inflation must be curbed. In the absence of 
other effective means of checking the rise in costs and 
prices, this clearly meant vigorous government measures 


to restrict public and private spending. 


We had no doubt that if carried far enough and per- 
sisted in long enough these measures would bring inflation 
under control. We also had no doubt that if reliance were 
placed exclusively on measures to restrict spending, it was 
going to be difficult, if not impossible, to bring the present 
inflation under control without the risk of serious side- 


effects on the growth of production and employment. 
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We were convinced that a more direct method of 
reducing the size of price and income increases would 
lessen the difficulties of this period of adjustment. 

We therefore set about determining whether a way could 
be found for restraining prices and incomes without 
paying such a high price in terms of production and 
unemployment. Thus, in August the Commission announced 
that we were looking for a set of commitments from busi- 
ness, professional groups and labor unions that would 
then be backed up by governments. In essence, we pro- 
posed that businesses agree to forego some part of 

the short-run profits they could realize from price 
increases in return for some moderation in cost increases. 
Wage and salary earners would agree to accept less in 


pay increases in return for moderation of price increases. 


These proposals were widely misinterpreted as 
a purely voluntary program and, not surprisingly, there 
was widespread skepticism that such an approach would 
work. In fact the Commission from the outset was pres- 


sing for a scheme that was voluntary only in a limited 


sense. 


In discussing the proposal with representatives 


of the various groups concerned, we made clear at the time 
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that we were seeking a consensus not only ona set of 
criteria to limit increases in prices and in all major 
forms of income, but also on a set of measures for effect- 
ive surveillance and review procedures. This meant that 
governments must be prepared to bring effective pressure 
to bear in order to deal with serious cases of non-com- 
pliance with criteria which enjoyed a broad measure 

of support from all groups in the community. To put it 

in terms often used by the Americans, when all the "jJaw- 
boning" was finished, the Commission wanted an agreement 


with somesteeth init. 


Indeed, the Commission's proposals went further 
than this. We realized that in many areas, such as 
rents and the prices of goods sold mainly on world markets, 
it was not feasible to obtain effective restraint com- 
mitments. In such cases, we recognized that governments 
would have to make use of their regulatory and fiscal 
powers to ensure that the program of restraint applied 


generally across the board. 


When the Commission abandoned this broad approach 
last Autumn in the face of opposition from organized labor, 


the more piecemeal arrangement which we subsequently 
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proposed to the business community was again voluntary 


in a more limited sense than is generally recognized. 


It is true that in February of this year at 
the National Conference on Price Stability we sought and 
obtained the broad agreement of those present on the 
principle that business firms generally, if called upon 
to do so, would reduce the number and size of price in- 
creases they would normally make in 1970 and ensure that 
any price increases were clearly less than needed to cover 
cost increases. In effect, many business firms would be 
expected to accept a squeeze on their profits during 1970 


which was additional to that being imposed by the market. 


At the same time, however, we indicated that 
if agreement could be reached at the conference, it would 
be submitted to the Heads of the federal and provincial 
governments for their approval and support. In other words, 
those present at the conference were asked to express a view 
on whether the co-operation of the business community as a 
whole could be expected for a set of arrangements of this 
kind, on the understanding that governments would be asked 
to use their powers to make these arrangements apply 


effectively to all business firms. 
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The fact that the price restraint program was 
voluntary only in this limited sense does not detract 
in anv way from the support and understanding it has 
received from the business communitv as a whole. These 
arranaements were developed in close consultation with 
business leaders, and it was their support that initially 
made the conference possible and subsequently made the 
price restraint program the success which we feel it has 
been. Most firms have co-operated fully with the 
Commission in the conduct of price reviews designed to 


ensure that the criteria are being strictly observed. 


What has been accomplished by the price restraint 
program? This is and will undoubtedly remain a matter on 
which opinions will differ. What we do know is that a 
number of factors have been at work, Operating in the’ dirs 
ection of discouraging price increases. These include the 
slack market conditions facing many industries, lower 
prices for farm products, the appreciation of the Canadian 


dollar and the Commission's program of price restraint. 


Without attempting at this time to allocate the 
credit for the results achieved, it is worth emphasizing 
that the 12-month increase in the Consumer Price Index now 


is down to 2.8 per cent. AS recently as the summer of 1969, 
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the index was running more than five per cent above the 

level of a year earlier. Indeed, the current year-over-year 
increase in the index is as small as has been recorded in 
Canada at any time in the last five years. The 2.8 per cent 
increase in consumer prices in Canada over the last 12 months 
js much lower than the comparable figure for the United 
States, which was 5.8 per cent at the latest reading, and 

is as low or lower than the comparable increase recorded 


for any major western industrialized country. 


It is true that the recent improvement in Canada's 
price performance at the consumer level has been particularly 
noticeable in the case of food items, the price index for 
which is currently only 1.2 per cent higher than a year ago. 
The prices of foodstuffs are subject to a variety of short- 
run influences besides the state of the economy, including 
Fluctuations in farm production and marketings...It is also 
true, however, that the Commission has maintained close 
surveillance and review of retail food margins through the 
co-operation of the major supermarket chains, and that 
competition has been keen An the pricing of foodstuffs at 


the retail level. 


The price index for consumer items other than 
foods has risen 3.5 per cent over the last 12 months. In 


the summer of 1969, this index was running almost 


in 
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five per cent above the level of a year earlier. One 
of many factors helping to slow the rise in prices of 
non-food items in the Consumer Price Index has been the 
reduced frequency and size of indirect tax increases 


during the last 12 months. 


It does not seem to be recognized generally 
that the increase in the Consumer Price Index since 
February of this year has been at an annual rate 
considerably below even the 2.8 per cent rise over the 
last 12 months as a whole. Thus, if we can maintain 
anything like our recent price performance into the 
first half of next year, the 12-month increase in the 
jndex should be down in the two to 2% per cent 
range within the next few months. This is close 
to the level which is regarded in this country as a 


working definition of reasonable price stability. 


In short, the goal of the long and frustrating 
battle to control the present inflation is now in sight. 
We were approaching this objective three years ago, but 
did not attain it. It would be unfortunate indeed if 
we fail to achieve it once again through the lack of a 
final effort. What is needed now is a resolve by employers 
and employees alike to bring the rise in costs back into 


line with the requirements of reasonable price stability. 
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A new emphasis is needed in place of the stale recriminations 
and outworn attitudes of recent months. The best hope of 
economic betterment for all groups in the community must 
be seen to lie in making our economy more productive year 


by year, not in perpetuating the wage-price-profit spiral. 


Will enough people see this soon enough to bring 
about the moderation of cost increases which is essential 
for sustained economic expansion? If not, either prices 
will begin to rise again at an unacceptable rate, or unem- 
ployment will remain high or get worse, or the government 
will have to impose mandatory wage and price controls, or 
some uncomfortable compromise will have to be reached 


among these unpleasant choices. 


Surely we can do better than that. Nothing more 
is required than that we adapt our behavior realistically 
to the economic conditions which face us. A market economy 
such as we have in Canada cannot perform well Poy thisa.kind 
of adaptation fails to occur or occurs only after too long 
a delay. For some time now profit margins have been 
narrowing, the rate of price increase: has been declining 
and unemployment has been rising. In the past wage and 
salary increases have always moderated in response to 
such conditions. It is in the interests of walleofsus, that 


this response be delayed no longer. 
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Prices and incomes commission mAs : PEL Ate mate Pee e aeee 


Commission des prix et des revenus 
November 16, 1970 


West Memorial Building 
344 Wellington Street 
OTTAWA 


Telephone: 995-6357 


NEWS RELEASE 


The Prices and Incomes Commission has carried 
out a study of revisions to air fares implemented by 
three of Canada's regional air carriers -- Eastern 
Provincial Airways (1963) Ltd., Nordair Ltd. and 
Quebecair. 

On Aug. 30, 1970, Eastern Provincial increased 
fares on eight routes and reduced fares on three others. 
Family and group fares were changed and stop-over charges 
were introduced. These changes, which are expected to 
provide a small increase in revenue in 1970, were made 
principally to parallel recent Air Canada fare revisions. 

Nordair Ltd. increased its normal economy fare 
between Montreal and Hamilton effective Aug. 5, 1970. In 
addition, certain other changes were made in stand-by and 
family rates between these points and stop-over charges 
were introduced. The changes will increase revenue by a 
small amount in 1970 and were made to conform with the 


fare structure of Air Canada and CP Air. 
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Effective Aug. 23, Quebecair increased three 
fares and reduced two fares, principally to be consistent 
with revised Air Canada rates. These revisions are not 
expected to increase revenue of Quebecair significantly. 

The Prices and Incomes Sout heater undertook 
an investigation to determine whether the fare revisions 
by the three companies were within the price restraint 
criteria agreed to at the National Conference on Price 
Stability. 

Revenue, cost and profit data covering several 
years were obtained from each of the companies, together 
with forecasts of results for 1970. 

In all three cases the financial projections 
for 1970, including the effects of the recent fare revisions, 
reveal financial results which are clearly inadequate in 
relation to sales and investment. 

It was therefore found that fare revisions by all 


three companies complied with the price restraint criteria. 
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Prices and incomes commission 
—— 


For Immediate Release 
Commission des prix et des revenus 


a November 17, 1970. 


West Memorial Building 
344 Wellington Street 
OTTAWA 


Telephone: 995-6357 
NEWS RELEASE 


The Prices and Incomes Commission will undertake a 
review of price increases announced today by the Steel Company 
of Canada Ltd. (Stelco). 

Stelco announced that, effective Nov. 18, it will 
increase the average price of bars and bar products by five 
per cent, flat-rolled products by 5.3 per cent, finishing-mill 
products by four per cent and tubular-mill products by 3.3 
per cent. 

The Commission conducted a fact-finding study of the 
steel industry and published a report on its findings earlier 
this year. It also reviewed and reported on increases in tin 


plate prices during the first half of the year. 
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Commission des prix et des revenus 


For Immediate Release 
November 18, 1970. 
West Memorial Building 
344 Wellington Street 


iti. 2) WA 


Telephone: 995-6357 


NEWS RELEASE 


A price review will be conducted by the Prices 
and Incomes Commission into price increases announced 
today by Alcan Canada Products, a division of the 


wiluminum Co. of Canada Ltd. 


Alcan Canada Products announced increases 


ranging up to four per cent for extruded aluminum products. 


Earlier this year the Aluminum Co. of Canada, 
after consultations with the Commission, decided not to 
proceed with price increases for aluminum ingots and 


semi-fabricated products to its customers in Canada. 
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Prices and incomes commission | 


Commission des prix et des revenus 


NESS 


December 1, 1970. 


CONCLUDING STATEMENT 


In a series of regional meetings with business- 


men convened by the Prices and Incomes Commission in 
Halifax, Montreal, Toronto, Fdmonton and Vancouver and 
in a meeting held today in Ottawa, the results of the 


1970 price restraint program were reviewed, 


It will be recalled that following the National 
Conference on Price Stability last February, business 
firms in Canada were called upon to reduce the number and 
size of the price increases they would normally make in 
1970 and to ensure that price increases were clearly less 
than the amount needed to cover cost increases. It was 
emphasized at the time that if inflation were to be 
brought under control with a minimum of unemplovment and 
lost output, a comparable measure of restraint would be 
required on the part of wade and salary earners, governments 


at all levels and indeed everyone. 
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The Commission acknowledged that the co-operation 
of the business community in restraining price increases 
during 1970 has been most helpful. It is clear from the 
Commission's price surveillance and review activities that 
many firms with opportunities open to them to raise prices 
during 1970 have deferred, limited or reduced the size of 
these increases in order to conform with the price restraint 


criteria. 


In many other cases, the Commission's investigations 
show that firms have experienced a sharp rise in costs and 
a contraction of profit margins in 1970, and that such 
price increases as they have felt able to put into effect 
under existing market conditions were by no means large 
enough to cover more than a part of the increase in their 
costs since 1969. In still other cases, firms in various 
sectors of the economy, including agriculture, have been 
precluded by domestic and international market conditions 
from raising their prices at all, or have been forced to 


lower them, 


The Commission drew attention to the fact that this 
was perhaps the first time that business firms representing 
practically every sector of the Canadian economy had been 
called upon and agreed to co-operate in a national program 


of this scope. 
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In the Commission's view, the price restraint 
program has not only had a direct moderating effect on 
the rate of price increase during 1970, but has also 
been useful in giving the public a clearer understanding 
of the crucial role of cost increases in perpetuating the 
inflationary process. On the other hand, the Commission 
conceded that as yet there was little evidence of a 
moderation of wage and salary increases, although it had 


not been expected that this would be quickly achieved. 


The Commission pointed out that the economic 
Prospects facing Canadians in 1971 made the need for 
responsible attitudes in price and income decisions no 
less important in the immediate future than in 1970. While 
some comfort can be taken from the recent moderation in the 
rate of price increase, the Commission must again warn 
Canadians that this is likely to be only a temporary 
phenomenon unless there is an early decline in the rate 
at which costs are rising. Without an early and substantial 
moderation of the size of wage and salary increases, and 
pricing policies which adequately reflect any moderation 
of cost increases, it is the Commission's view that the 
choices available to Canadians will be limited to renewed 
inflation, an unacceptable level of unemployment or 
compulsory measures of some kind to provide more effective 


control over costs and prices. 
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The business representatives present at the meeting 
drew attention to the marked changes which had occurred since 
February, 1970, in the market conditions faced by business firms, 
in the degree of slack in the economy, and in the general 
orientation of government policy toward stimulating hiqher levels 
of economic activity and employment. Under these conditions 
substantial price increases were effectively ruled out for most 
firms. The business view was that in these changed circumstances 
and without whole-hearted support and parallel action on the 
part of labor and government the continuation of formal price 
restraint criteria beyond the end of 1970 would no longer be 


warranted. 


The business representatives made it clear, however, 
that they recognized the continuing need for responsible attitudes 
on the part of all elements in the community, including 
governments as well as private groups, with respect to price 
and income decisions. There was general agreement that the 
role of the Prices and Incomes Commission was a vital and useful 
one, that it should be encouraged to complete its work in the areas 
of research and public education, and that if possible Lt 
should develop policy suggestions aimed at avoiding a 


repetition of recent national experience with inflation. 
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Despite its earlier preference for a six-month 
extension of the existing criteria, the Commission has 
concluded that in 1971 it will not indicate whether 
or not price increases are justified on the basis of 
specific criteria. Similarly, the Commission will no 
longer assess pay increases against a specific guideline 


in the new year. 


The Commission will, however, maintain its 
surveillance of increases in prices, wages and salaries, 
professional fees and other forms of income, and will 
continue to conduct investigations and issue reports in 


particular cases. 


In instances where price increases occur, the 
Commission intends to undertake fact-finding studies in 
selected cases in order to establish and document the 
various factors which contributed to the price increase. 

The purpose of these studies will be to ascertain the 
circumstances and implications of particular price changes 
and to inform governments and the public accordingly. In 
obtaining the information necessary both for its,» surveillance 
program and for its fact-finding studies of price increases, 
the Commission expects to continue to receive the full 


co-operation of business firms. 
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The Commission will also conduct fact-finding 
studies of the circumstances and implications of individual 
pay settlements, and inform governments and the public of 


the relevant facts. 


Construction is one of the sectors of the economy 
where costs have risen particularly rapidly during recent 
years. The Commission will continue to examine, in 
co-operation with employers, unions, governments and 
clients, the underlying reasons for these cost increases 
and the measures that can be taken by all concerned to 
bring about a moderation in them. The contribution to 
restraining cost increases that can be made by balancing 
out the flow of construction activity and by developing 
suitable steps to achieve this through advance planning and 


co-ordination of major projects was discussed.. 


Looking somewhat further ahead, the Commission 
remains convinced that there is an urgent need to find more 
effective and less costly ways than are now available for 
dealing with the threat of a recurrence of inflation. The 
Commission intends, therefore, to press ahead towards the 
completion of its program of research studies so that its 
findings and recommendations can be made public during the 


course of 1971. 
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For Immediate Release 
pilin ch ile hecho dR Det da 


Wanuary p22’ 1971 


West Memorial Building 
344 Wellington Street 
OTTAWA PP citi 


Telephone: 995-6357 


NEWS RELEASE 


On Dec. 14, 1970, the Prices and Incomes 
Commission made public a review into price increases of 
Margarine, shortening and salad oils. The report 
reviewed the price increases of seven of the eight major 
Canadian producers of these products to determine whether 
they met the pricing criteria agreed to at the National 
Conference on Price Stability. The report did not 
review the price increases of one major Canadian producer, 
Kraft Foods Ltd., because that company had declined to 
provide the Commission with sufficient information to 
determine whether its price increases were consistent 


Meth the criteria. 


Steps were taken to obtain the compliance of 
Kraft Foods Ltd. with the Commission's request for 
financial and other information. The company subse- 
quently provided all of the information needed and it 
has been reviewed to determine whether it met the agreed 
pricing criteria. The review shows that the price in- 


creases implemented by Kraft in 1970 are within the 


eriteria. 
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Address delivered by 
John H. Young, 
Chairman, 
Prices and Incomes Commission, 
to the 
Vancouver Institute, 
Saturday, January 30, 1971. 


Vancouver, B.C. 
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Many of those who have been given leave by the 
University come to the Vancouver Institute when they get 
back to give a report on what they have learned in their 
period away. My leave is not finished and my colleagues 
and I on the Prices and Incomes Commission have by no means 
finished our work on the problems of inflation. It is not 
too early, however, to give a progress report on what we 
have been doing to date, and to draw some tentative 
conclusions about what we have learned. In particular If 
would like to offer some comments on the possible scope 
for an effective incomes policy in Canada, on the practical 
problems that must be overcome and on the potential gains 


that such a policy might hope to achieve. 


Let me begin by reminding you of the economic 
circumstances in which the Commission began functioning, 
since the nature of the problem to which we have been 
addressing ourselves is best understood in the context of 


the economic events from which it emerged, 


Ten years ago a number of us met in the Law 
School Building for a series of Saturday morning meetings 
to discuss the causes of the level of unemployment prevailing 
at that time. Those who were present included representatives 
from the University, the business community, the unions and 


the Government of the Province of British Columbia. The 
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University people who participated uniformly took the 
view that the situation could be remedied by expansionary 
economic policies, but even then we recognized that if 
the process were pushed too far, we would land back in the 
giitationary conditions of 1956-57 which WELG, partisotsthe 


background to the level of unemployment existing in 1960-61. 


In 1961 the Canadian economy had begun to 

£ recover from the period of sluggish growth and relatively 
high unemployment which had prevailed since 1958. This 
recovery was destined to become the most prolonged period 

of unbroken expansion in our post-war history, extending 
right through to the end of the '60s. During the early years 
of the expansion substantial annual gains in output and 
employment were recorded without any marked change in the 
degree of price stability experienced since the late '50s - 
that is, an average rise in the price level of about 13 per 


cent a year. 


By 1965 the economic expansion had developed 
remarkable speed and momentum. The level of unemployment 
had been peauaed to 35 per cent, a lower figure than that 
for any year since 1956. At the same time, however, the 
hectic pace of expansion had begun to be accompanied by an 


accelerating rise in prices and costs. 
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The prospect that the country was rapidly 
heading toward a major outbreak of severe inflation posed 
a difficult dilemma for economic policy. Both the rise in 
costs and prices and the rise in output and employment were 
fuelled from the same source - namely, a very rapid rate of 
growth in public and private spending. If the upsurge in 
spending were allowed to proceed unchecked, the headlong 
pace of economic expansion might be maintained for a while 
longer - but there would be nothing to stop continued 
acceleration of the rise in prices and costs. If on the 
other hand the upsurge in spending were moderated through 
such measures as higher taxes and a tightening of credit, 
the developing inflation could be held in check - but not 
without adverse effects on the growth of production and 
employment, the severity of which was not entirely 


predictable, 


Efforts were made over the next three years to 
steer a middle course between these two alternatives. The 
rise in prices had soon reached an annual rate of around 
43 per cent. The action taken to moderate the upsurge in 
public and private spending was strong enough to prevent 


the pace of inflation from going much higher than this, 


though not enough to reduce it significantly. The achievement 
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DEteven’ this) limited objective, however, was accompanied by 
a rise in the unemployment rate to 44 to five per cent and 


by a much slower increase in production. 


By early 1969 three years had gone by with prices 
continuing to rise at an annual rate of four per cent and 
more, This prolonged experience of rapidly rising prices had 
increasingly pervasive effects on public attitudes and 
expectations. The prospect that severe inflation would 
continue indefinitely or grow even worse was regarded by the 
public with increasing fatalism and resentment. For several 
years in the past, prices had risen at an average rate of 
only 13 per cent a year. Since prices were now being allowed 
to rise at an annual rate of around 43 per cent, was there 
not every reason to expect that an even higher rate of 
inflation would be permitted next year or the year after? 
The spread of these expectations of steadily worsening inflation 
was apparent in the relentless rise in interest rates, the 
strong upsurge of real estate values, the progressive escalation 
of wage and salary demands - indeed, in almost every area of 


our economic life. 


It was against this background, and under intense 
public pressure for more effective action to check the rise in 


prices, that the authorities in Canada introduced strong 
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measures in late 1968 and eablyrl969 to ‘bring the 

inflation firmly under control. Similar measures had been 
introduced in the United States. When the Commission 
arrived on the scene in mid-1969 these measures were only 
beginning to take hold and had not as yet had many visible 
effects. Indeed the rise in the price level in Canada over 
the previous 12 months had by then reached five per cent; 

In the Commission's view the decision to bring the inflation 
firmly under control was the only responsible course of 
action in the circumstances. It was also clear, however, 
that the measures available at the time for achieving this 
objective could well have adverse and undesired side effects 
On jobs and output during the transitional period in which 


inflation was being squeezed out of the economy. 


The central question facing the Commission when 
it was established, therefore, was whether some form of 
incomes policy could be devised and given practical applica- 
tion in Canada to help control inflation at less cost in 


terms of lost output and lost jobs. 


Now what exactly is meant by an incomes policy? 
What does an attempt to moderate increases in incomes have to 
do with the effort to moderate rising prices? How is it 


supposed to help in the control of inflation, and what 


problems does it raise? 
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Perhaps the first point to make is Chat. .or 
any given rate of productivity.change, price increases cannot 
be reduced unless income increases are also reduced. uThe 
price realized from the sale of a product or service is, 
after all, the source of the incomes received by those who 
jointly produce and market it. Thus if the price of a 
product is to rise less rapidly, somebody's money income 
will also have to rise less rapidly - either that of the 
employees, that of the management, stockholders and bond- 


holders, or the incomes of all the groups involved. 


It is also true that smaller increases in average 
money incomes need not leave anyone worse off than before in 
any real sense so long as they are matched by correspondingly 
smaller increases in the price level. Thus a six-per-cent 
increase in annual pay when the cost of living is rising by 
only three per cent a year should be worth every bit as much 
to an employee as an eight-per-cent pay raise would be if 


prices were rising by five per cent a year. 


Now if the size of price and income increases 
responded at all quickly and sensitively to restraints on 
expenditure such as tax increases and a tightening of 
credit, there is no reason why their moderation should 
involve severe or prolonged effects on the growth of 
production and employment. The fact of the matter is, 


however, that in a country like Canada decisions to raise 
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prices and rates of pay are made by innumerable private 
groups and public bodies. Most of these are insulated in 
varying degrees from the immediate pressure of Changing 
economic conditions and are strongly influenced by the 
views they hold regarding the adequacy of their rate of 


return or the fairness of their share of income, 


Thus, long after the authorities have acted to 
reduce spending pressures in the economy, jockeying for 
larger income shares is likely to continue to push up costes 
and prices to levels well beyond those which market demand 
Can support. The resulting sluggishness of selés,;“output 
and employment then leads to demands that the attempt to 


control inflation be abandoned as cruel and misguided. 


Could some effective form of direct pressure 
be devised to help moderate the size of price and cost 
increases? If so, inflation could be checked with less 
reliance on expenditure restraints, which hold the risk of 
economic disruption and higher unemployment. And to the 
extent that price and cost increases could be moderated 
with greater speed and certainty, the authorities could 
act to stimulate renewed expansion of the economy more 
promptly and with greater confidence of avoiding a 


recurrence of inflation. 
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That is the hope which encouraged the Commission 
2m 2ts search for some practical and effective form of 
incomes policy in Canada over the last 18 NOnthSs. LE Ls 
also the hope that has encouraged similar efforts in many 


other countries in recent years. 


I do not intend to bore you today with a blow- 
by-blow account of the Commission's efforts to date. There 
are, however, a few general observations arising OUt Of Our 


experience so far which may be of interest. 


The first requirement for an effective incomes 
policy is that its central objective should be widely under- 
stood and accepted throughout the community. Ina country 
whose last experience with an incomes policy dates back to 
the mandatory price and income controls of the Second world 
War, it is not surprising that we encountered a great deal 
of misunderstanding about what we were trying to achieve. 

To the business community, interference with the pricing 
decisions of management looks suspiciously like a politically- 
inspired raid on company profits. To professional groups, 
interference with their fee-setting activities raises the 
clear possibility that professional standards of service are 
about to be undermined by ignorant laymen. To organized 
labor, proposals that the settlement of wage and salary 


demands through collective bargaining conform with certain 
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broad guidelines suggests an anti-union bias. And to some 
economists, any concern whatever about controlling inflation 
is simply an irrational phobia which stands in the way of 


the all-out stimulation of economic activity and employment. 


Nevertheless, I think the Commission has made 
some progress over the last 18 months in getting people to 
see that the country has alternatives available to it other 
than just a simple choice between a high rate of inflation 


or a high level of unemployment. 


Beyond the problem of obtaining broad public 
support for the objectives of an incomes policy lie additional 
problems of great complexity. Standards of behavior have to 
be spelled out as clearly as possible so that those involved 


in the determination of prices and rates of remuneration 


know what limits they are expected to observe. These standards 


must do as little violence as possible to economic realities, 
to the public's sense of what is fair and equitable, and to 
established institutional procedures for determining prices 


and incomes. 


Other important issues arise in deciding what 


forms of pressure, in addition to persuasion, should be invoked 


in order to obtain general compliance with the norms of an 


incomes policy. Many people were critical of the approach 
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followed by the Commission last year on the grounds that 

it was naive to expect that voluntary restraints would be 
observed. This is a mis-reading of what the Commission had 
in mind. We sought to obtain broad agreement on the pack of 
those most directly affected not only on what standards of 
restraint should apply, but also on the need for effective 
surveillance and review procedures to determine whether 
these standards were being observed in practice. Indeed, 

we also sought acceptance of the need for governments to 
bring pressure to bear in order to deal with serious cases 


of non-compliance. 


At the National Conference on Price Stability 
last February, the Commission was able to obtain broad agree- 
ment on these matters so far as the 1970 price restraint 
program was concerned. Our subsequent experience with this 
program convinced us that it was possible to operate a 
rather informal price restraint program in this country on 
a reasonably effective basis. On the other hand, not much 
could be achieved in restraining increases in wages, salaries, 
rents or other forms of income without adequate recognition 
of the need for such restraint on the part of those affected 


and without the strong support of governments to encourage 


compliance. 
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The kinds of pressure which have been suggested 
or tried in order to make an incomes policy effective range 
all the way from lectures to unfavorable publicity) to “tax 
deterrents, fines or other forms of legal compulsion directed 
at those who refuse to comply. It is not surprising that 
mandatory controls should be regarded as a distasteful last 
resort in free. societies, to be considered only when all 
avenues of persuasion and appeals for voluntary co-operation 
have been exhausted. But however voluntary or mandatory, 
any incomes policy which aims at exerting some degree of 
direct control over price and income decisions must find 


solutions for a number of difficult problems. 


For example, if the norms of an incomes policy 
are to be readily understood, they must be put in very simple 
terms which are bound to appear rather crude when viewed 
against the complexities of economic reality. A possible 
solution to this problem might be to permit those administering 
the program considerable flexibility in the detailed applica- 
tion of these norms to particular situations, although there 
would, of course, be strong objection to allowing too much 


latitude for administrative discretion. 


It has also been suggested that these norms 
should be applied on a selective basis to the more strategic 


prices and pay structures in the economy rather than across 
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the board. While such an approach has the obvious attraction 
of administrative simplicity, it raises awkward questions 
both of economics and of equity. It is by no means certain 
that pace-setting price and income increases only originate 
in the activities of large firms and large employee groups. 
Moreover, those who are selected for control may not regard 
administrative convenience as an adequate excuse for 


exempting the rest of the community from similar obligations. 


A major source of difficulty arises from the fact 
that particular price and income levels are adjusted from 
time to time as part of an on-going process. An incomes 
policy must necessarily intervene in this process at a 
particular point in time, when certain prices and incomes 
are bound to be lagging temporarily and others are temporarily 
ahead of the game. Should these discrepancies be accepted 
as over and done with, or should an effort be made to sort 
them out in applying the newly established norms of incomes 
policy? A related question is whether the general design of 
the policy should aim merely at freezing the existing pattern 
of income distribution for a limited period, or whether it 
should aim deliberately at effecting certain changes which 


are regarded as socially desirable. 


= SLs 


ne ( ae AL = 


ae! dae Woes abotvda eds and oso TET ft, dows or hde~ 


ecoiadeur brawlws ‘aoeken: thal: wohkodtamts wxjaesdena 
 atsd see Braenm.on) yo seam | Witt Ly em: dora: solmonane) 
| te ian 
oten DOL Fino Ane sozoad BROTH! Dos Pad hy C= enkts ; 
ate oat agynians Spast Bus agsl} oonsd te sald evistos: 
breoig dod, yam Loysnes 492 BasreLe ORs. apa» 
tot. sgnues Ot6 s0pabe oa 1c soneicovats evidohse 
eo htmpilidg Ass Lae nowt MSSM ats to Jeos wis pried 
z ad, beg hg 
+ mov ageixs VSERSERIIS lO eUCooR 79Cew A 
ih ; 
mort badedths ets efevet suai Dee e. £3 atvol eM 
BOOML SA BeeOOTy patcipys oa YO dxeq ix nals ofl 
' ne “s 
6 38 #200010 '£ tds Mb Saxo ut rack “whi yeneeosht 3 lun ; 
. yt SIO ni bosasetze olseaas wedw .eats af tale 18 loo 
Lixsxocmead ote epsddg, bas yiteeaoged palpyes jed da 
06 od Se loneqetSeiy Beans Bieta: ames orl? @2Ge 
1" {oR ao ean s of ivotie ate, Sigete To toa enob pita’ 
eomQnat 26 ams c. betetidedae yieie ead PaLy Lyons iby i9 . 
| | 7 
40 aplesb: Lexenen ens weneeay @. TeOLreeup hetales' At Y 
nisin ofisagxo edo palgeest as viewom wis b Lortey ? 
# +! ‘yond lady 70 Mortem Bed set w Wwe AOE ee 


$8 - 


eu 


hy reiw gopieds 0 k842986, oe +6 ae 


’ . at 
al 
T 
af ¢ s 
; " ; c 
a ge?! 
a > f 
‘ ° ame : 
VE 


5 
Bs 


a t= 


Let me conclude with a word about where chHings 
stand at present in the effort to achieve satisfactory 
levels of economic activity and employment in Canada with 


reasonably stable prices. 


We have had a remarkable improvement in our 
price performance during the course of 1970. Over the 12 
months ending in December, the index of consumer prices 
rose by only 1.5 per cent. Even if food prices, which have 
been subject to a number of special influences, are excluded 
from the index, the 12-month increase was 3.3 per cent - the 


smallest such increase since 1966. 


Much of the progress made during the last year in 
curbing the rise in prices in Canada has involved a decline 
in business profit margins and in farm incomes which cannot 
be expected to continue indefinitely. Thus, if the progress 
achieved to date in checking inflation in Canada is to be 
consolidated during 1971, an early and substantial moderation 


of increases in wages, salaries and other costs remains as 


essential as ever. 


The much slower rate of price increase of recent 
months has, however, permitted greatly increased emphasis 
On measures to stimulate economic activity and expand employ- 


ment opportunities. In retrospect, the extent to which 
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production lagged and unemployment increased during 1970 
provides the strongest argument for believing that we have 
not seen the end of the effort to make an incomes policy 


work in Canada - only the beginning. 
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Prices and incomes commission 


For Immediate Release 


Commission des prix et des revenus March 17, 1971 


West Memorial Building 
344 Wellington Street 
OTTAWA, Canada 

KIN 8V2 


Telephone: 995-6357 


NEWS RELEASE 


The Prices and Incomes Commission announced 
today that it will examine all factors leading to a settlement 
signed yesterday by members of the London Sheet Metal 
Contractors Association and Local 473 of the Sheet Metal 


Workers! International Association. 


This settlement has caused particular concern 
since it comes at a time when plans for province-wide 
bargaining in Ontario are being developed by contractors and 
unions in the various sectors of the construction industry, 
and when the need for a determined effort to check cost 


increases in this industry is becoming more widely 


recognized. 


The examination will cover, in addition to 
the background and terms of the settlement, its potential 
impact on costs, incomes and employment in the construction 


industry and in the economy. 


The Commission has discussed this development 
in the London area with the Ontario Department of Labor and has 
been assured of the full support of the Government of Ontario 
in the examination. 
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In recent weeks the economic policies 
followed in Canada over the last two years have been severely 
criticized. The substance of the criticism is that. "an 
obsession with inflation" has led to a sluggish economy and 
the present high level of unemployment. 

A short while ago, I asked one of the most 
severe critics of recent economic policy what he would have 
done had he been made responsible for the management of the 
Canadian economy in 1968. He replied that he would prefer 
to be allowed to take charge at an earlier date since 
deveropments “prior *to ‘1968 ‘had ‘ruled”out the possitprlity of 
a good outcome. 

What he recognized was that once an economy 
becomes engulfed by a severe and sustained inflation, those 
responsible for economic policy no longer have any good 
choices. The experience of the last two years has proved 
once again that there is no easy way to make the transition 


from inflation to reasonable price stability. 
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When the United States and Canadian Governments 
faced up to the unmistakable existence of an entrenched 
and pervasive inflation in late 1968, the economic policy 
choices available posed a grim dilemma. The first choice 
was to let the economic expansion of the last seven or eight 
years flow on uninterrupted, reap such short-run benefits of 
extra production and additional employment as could be 
squeezed out and ignore the probability that the already 
rapid rise in costs and prices would Simply pick up further 
speed and momentum. 

The second choice was to accept the continuation 
for an indefinite period of a rate of price increase in the 
existing range of four to five per cent, and apply only 
enough restraint on demand to avoid further escalation. 

The third choice was to administer a stiff dose 
of restrictive budgetary and credit restraints and wait until 
a changed and much less buoyant set of market conditions 
brought about the necessary moderation of cost and price 
increases, 

A fourth and more innovative choice was to 
employ fiscal and monetary restraints but at the same time 
attempt to supplement this with some form of direct inter- 
vention to bring about a more direct moderation of price and 


cost increases with less unemployment and loss of output. 
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In both the United States and Canada the first 
two choices were rejected. It was recognized that a further 
acceleration of price and cost increases would only result in 

f the need for even more drastic action in the very near future. 

It was also recognized that little would be gained by 

q accepting as permanent the substantial rate of price and 
; cost increases which had recently emerged. There were 

:. increasing signs that people everywhere were adjusting their 
expectations to a continuing high rate of price increases 
and that even to prevent further acceleration would require 
aymeasure of economic slack. To accept a major ratcheting up 
of the average rate of increase in costs and prices in 
Canada as a permanent feature of economic activity would be 
a dangerously short-sighted course of action and would simply 
lead the public to anticipate further upward adjustments 
whenever the situation got out of hand in the future. 

The consequences of treating inflation as a 

harmless bogey can be seen in a number of other countries 
in the western world. One inflationary episode is followed, 
after a short breathing space, by yet another of even greater 
intensity. The result is a progressive slide into higher 
and higher rates of increase in costs and prices, a process 
which is inherently futile and self-defeating. It is by no 
means clear that countries which have taken this route have 
thereby achieved a significantly better record of economic 
growth or employment levels over the last decade than 
countries which have resisted inflation more strongly and with 


greater success. What they have more likely achieved has 
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been to undermine the confidence of their citizens in the 
stability of the national currency and to provide strong 
Q2eunds: forasocial! unrest. 

For these reasons, both governments took the 


view that they had no other choice but to act decisively 


to bring the inflation under control, and accordingly they 
: applied restrictive budgetary and credit policies. Here a 
‘ difference did emerge. The United States' administration 
was strongly. of the view that any form of direct intervention 
in the process of price and income determination should be 
avoided. 
This was not the view of the Canadian Government. 
The Prices and Incomes Commission was appointed in mid-1969, 
and when it launched an initiative to supplement existing 
demand restraint policies by means of a concerted program of 
direct intervention in price and income determination, it 
received strong support from the Canadian authorities. 
In short, it was recognized in this country 
that if a more direct way could be found to bring about a 
3 downward adjustment in the size of price and income increases, 
it would be possible to curb the inflation with less 
unemployment and loss of output. 

The essence of the proposal we put forward to 
representatives of business, professional and union groups 
and senior officials of governments 18 months ago was that 
businesses would agree to forego some of the short-run profits 


they could realize from price increases in return for some 


a ee 


moderation in cost increases. Wage and salary earners would 
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agree to accept smaller pay increases in return for a 
moderation in the rate of price increases. To the extent 
that price and cost increases could be moderated with more 
speed and certainty, the economy could be allowed to resume 
a more normal rate of growth earlier and with more assurance 
tiece anew burst™of inflation would not ocenr, 

While I do not wish to dwell upon the history 
of these early efforts, there are one or two observations 
which are worth making. 

First, the proposals we put forward were widely 
misinterpreted as a purely voluntary scheme and there was 
considerable doubt expressed that "voluntarism" in economic 
matters had a place in Canadian life. In fact, the proposal 
was voluntary only in a limited sense. While we sought an 
arrangement based upon the full co-operation and understanding 
of the groups principally involved, we sought also a consensus 
on the need for effective surveillance and review procedures. 
In other words, governments would have to be prepared to 
deal effectively with serious cases of non-compliance with 
criteria which enjoyed a broad measure of support from all 
groups in the community. 

Indeed, the Commission's proposals went beyond 
tnzs*. It was recognized that in many areas, such as rents 
and the prices of goods sold mainly on world markets, 
effective restraint commitments were not feasible. In such 
cases, governments would have to use their regulatory and 


fiscal powers to ensure that the arrangements applied broadly 


and equitably across the board. 
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Following the rejection by organized labor of 
this more comprehensive scheme, we feil back upon a more 
piecemeal arrangement which again was "voluntary" only in 
a limited sense. At the National Conference on Price 
Stability held just over a year ago, we sought and obtained 
the broad agreement of those present on a price restraint 
program for 1970. At the same time we made it clear that 
any agreement on a set of criteria governing price increases 
would be submitted to the Heads of the Federal and 
Provincial Governments who would be asked to use their 
powers to make the arrangements apply effectively to all 
business firms. 

The fact that the price restraint program was 
backed up by more than just voluntary co-operation should 
not cloud, in any sense, the contribution of the business 
community towards price stability in 1970. It was the 
support and co-operation of the business leaders that made 
the conference possible, and subsequently made the price 
restraint program the success we feel it was. 

Second, it is important to understand that what 
we were undertaking would not eliminate the need fora 
substantial dampening of the growth of public and private 
spending. There was never any question that the situation 
required a measure of fiscal and monetary restraint - for 
not even mandatory controls can succeed in an environment 
of excess demand. The intent of a program of. direct inter- 


vention to scale down the rate of price and income increases 
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is to supplement fiscal and monetary measures and to mitigate 
their adverse side-effects, by making it possible to apply 
them less severely and for a shorter period. 

Third, the question of timing was crucial. 

Even if a comprehensive scheme to moderate the size of price 
and income increases could have been put into effect at the 
beginning of 1970, its beneficial effects would not have been 
apparent immediately. The restrictive budgetary and credit 
policies applied by the authorities in the first half of 
1969 were slowly taking hold, and their dampening effects on 
production and employment would become evident in the months 
that lay ahead. It was economic conditions during the 
subsequent fall and winter, the period we now are going 
through, that would be materially affected by how Canadians 
Gigee to fight this inflation. 

It was and remains our view that when this 
initiative was being explored there was still time to bring 
inflation under control faster and with a smaller loss of 
output and employment than eventually occurred. If all 
groups in the economy had been willing to participate ina 
program to scale down increases in prices and incomes, it 
would have permitted the authorities to shift from restrictive 
to expansionary policies sooner and more decisively. There 
is no doubt that this would have had a beneficial effect on 
the employment situation now, well over a year later. 

As you know, the efforts of the Prices and 
Incomes Commission were rewarded with only partial success 
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half of 1969 culminated in the National Conference on Price 
Stability and the 1970 price restraint program. Ata 
meeting last December with representatives of the business 
community, it was decided that this program and the 
associated wage and salary guideline would terminate at 

the end of the year. 

Both the Closing Statement of the National 
Ronrerence on Price Stability a year ago. and the statement 
issued following our December 1 meeting, recognized the 
Special problems of the construction industry, where the 
rise in costs and prices has been particularly acute in 
recent years. It has always been apparent to the Commission 
that the nature of your industry and the way your prices, 
wages and profits are determined pose unusually difficult 
Problems in. coping with inflation. 

Public concern about the industry has been 
focused mainly on the rapid rise in wage rates. It is 
certainly true that construction wage rates have risen 
considerably faster than those of most other groups of 
workers. It is also true, however, that rapidly rising 
land values, increased financing charges and, to a lesser 
extent, increases in the prices of building materials, have 
made a substantial contribution to the rapid rate of increase 
in construction costs over the last few years. 

Much attention has also been given to the 
problems caused by the uneven flow of construction activity 


from year to year and from season to season. It has long 
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been recognized that a balancing out of the level of 
construction, advance planning and co-ordination of major 
projects could make an important contribution to restoring 
eayelement of cost stability.in the industry. 

The federal and provincial governments now are 
actively exploring the possibility of assembling more complete 
information on major planned construction projects on an area 
basis. This is a first step towards bringing about a more 
balanced volume of construction activity and, thus, a more 
stable basis for expectations concerning employment and income. 

In the past the lack of a reasonably continuous 
flow of construction activities has brought about situations 
in which both contractors and workers were able - to put it 
plainly - to make the most of what was at hand. Much of the 
impact of boom conditions in construction gets built into 
permanently higher wage rates and other costs. This in itself 
has serious consequences for the industry. 

Besides, these higher rates have wider reper- 
cussions. They generate elsewhere in the economy higher 
expectations than can be met or than productivity performance 
Can lust iry. Thus a determined effort to bring about a more 
balanced flow of construction activity must form an essential 
part of an over-all effort to stabilize costs in the industry 


and throughout the economy. 
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The problems facing the construction industry 
are not confined to Canada. In the United States, the rapid 
rate of cost increases and the growing number of labor 
disputes and work stoppages have led many to call for the 
Perective application of mandatory controls.on prices, 
profits and costs in the industry. As you are aware, the 
American administration has been urging a council of employers 
and unions to come together and work out a meaningful approach 
Pororung, costs under control, When ‘this was not initially 
achieved, the administration proceeded to suspend the 
Davis-Bacon Act, governing wage rates on federal government 
construction projects. More recently, however, joint 
negotiations between the contractors! association and the 
building trades unions have yielded agreement on a number 
of measures for moderating the rise in costs in the industry. 

Because of the special problems facing the 
industry in Canada, the Commission welcomed an invitation 
last spring to meet employers and unions in the plumbing 
and pipe-fitting sector of the industry. Since that request, 
my colleague George Haythorne has participated in a series 
of meetings with employers and unions. As a result, major 
problems confronting the industry have been identified and 


a variety of steps to cope with them have been discussed. 
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We should make no mistake about recognizing 
the difficulty of the problem of reconciling high employment 
with that degree of price stability which will enable high 
employment to be sustained. One has only to open a newspaper 
to see how much difficulty other countries are having in 
accomplishing the same task. 

What we must do if Canada is to regain and 
Keep its economic’health is to find ways in which those who 
have jobs or command wealth are brought to accept more 
moderate increases in our money incomes than we have become 


used to in the recent years of rapid inflation. 
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A few weeks ago the Nobel Prizewinner, 

Mr. Paul Samuelson, suggested that the next Nobel Prize 
should be awarded to the person who solved the problem 
of how to run an economy at high levels of employment 
without generating strong upward pressures on costs and 
prices. In the heat of the debate in Canada these days 
about how to deal with the twin evils of unemployment 
and inflation, cane is some perspective to be gained in 
recognizing that the economic pelicy issues involved are 
of major and continuing concern throughout the world, and 
that no simple solution to the problem is yet in sight. 

It was only a generation ago that the governments 
of western countries developed and began to apply the 
techniques of fiscal and monetary management which would 
enable them to stimulate economic activity to high levels. 
It was widely predicted at the time that this would bring 
with it substantial dangers of inflation, and events have 
borne out this forecast. Country after country has found 
that unemployment can be progressively reduced by following 
sufficiently expansionary policies, but that at some stage 
in the course of doing so cost and price increases become 
substantially larger. 

It is this phenomenon which poses an acute and 
so far unresolved dilemma for economic policy. No one 


wants to slow down or reverse the expansion of economic 
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activity and job Opportunities while there are still 
Significant numbers of people who cannot find work. On 
the other hand, simply to press ahead with expansionary 
policies in such circumstances runs the risk of making 
the inflation increasingly severe and, before long, 
unacceptable. In practice, the best that governments 
confronted by this dilemma have been able CO do is 

steer a rather uneasy course between these two extremes. 
At the same time they have launched an urgent search 

for new policy approaches which would help keep costs and 


prices under control at high levels of employment. 


There is something within all of us that wants 
to believe in the paid sry of simple solutions for 
complex problems. 

There is a widely-held view, for example, that 
if only those responsible for economic policy were 
prepared to accept a somewhat higher average rate of 
inflation than in the past - say four to five per cent 
a year rather than one to two per cent a year - we could 
thereby maintain significantly higher average levels of 
employment. 

It the matter were ds simple as that, if there 
were in fact a clear-cut choice between maintaining higher 
levels of employment by accepting a certain amount of 
inflation or lower levels of employment in order to have 


reasonably stable prices, most people would probably choose 


the former. 
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But do we really have a clear-cut choice of this 
kind? 

It is true that in the initial stages of a 
developing inflation some extra production and employment 
can be squeezed Sa8 of the economy for a time. The 
problem is that the Size of these gains, and the length 
of time they can be sustained, depend crucially on how long 
it takes for people's expectations to respond to the more 
rapid rise of prices. 

As people begin to catch on to what is happening 
to prices and adjust their expectations and income demands 
accordingly, it is difficult to see how the initial gains 
in employment and output can be maintained simply by 
allowing prices to continue to rise at the new higher rate. 
Indeed, there is good reason to believe that they can be 
maintained only so long as the rise in prices becomes even 
faster and keeps ahead of what people expect to happen, 
Few would deny that before long such an economic strategy 
would have to be abandoned as unacceptable. 

There are related complications, of course. The 
government could scarcely deny that it had abandoned its 
previous goal of reasonable price stability in favor of 
substantially rising prices. But this would put everyone 


On notice about what to expect by way of future inflation 
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in charging for their own services. The government would 
also have a clear responsibility for compensating those 
who were not in a position to protect their incomes or 
Savings against the rapid increase of prices. The result 
would be to eliminate many of the inequities involved in 
adjusting to a substantial rate of inflation, but only by 
making the adjustment so rapid and complete as to erase 
quickly any initial gains in output or employment. 

Indeed, there is yet a further complication. 
Would people believe that a decision to accept an average 
rate of price: increase ofsfoursetofive per cent)a) year, 
rather than reasonably stable prices, was the end of the 
matter? Might they not conclude that they were witnessing 
merely the first stage of a gradual upward ratcheting of 
the average size of price increases over time, and take 
protective action against that possibility? Such an over- 
adjustment to rising inflation could well mean ending up 
with lower levels of output and employment than those 
prevailing at the start of the process. 


Let me assure you that these are not merely 


theoretical possibilities. In late 1968, after three years 


of strongly rising prices, the evidence was indisputable 
in both Canada and the United States of a rapid and wide- 


spread adjustment of people's expectations and behavior 
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to the fear of further serious inflation. These 
expectations were reflected in the steep climb of 
interest rates, the increasing size of wage and salary 
demands and settlements, the upsurge in real estate 
values - indeed in virtually every area of economic 
activity. A renewed upward drift in unemployment and 
a slower growth of output provided a clear indication 
that whatever short-term benefits we had initially 
derived from tolerating inflation were rapidly 
disappearing. 

In these circumstances there was no obvious way 
of stabilizing the existing high rate of increase in 
Costs and prices, let alone reducing it significantly, 
without taking restraining fiscal and monetary action 
to reduce ‘the pressure of demand in markets for goods, 
services and labor. The object of these measures, which 
included slowing the rise in government spending and 
limiting the availability of credit, was to bring about 
the necessary downward adjustments in the average size 


of price and cost increases through a change in underlying 


market conditions. 


There is wide-spread misunderstanding of the way 


| in which such measures operate to bring an inflationary 


situation under control. Many seem to believe that rising 
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interest rates, rising tax rates and ‘aa the decline 
in output and productivity which normally accompany 
these policies, are themselves inflationary. The 
argument is that higher interest and tax rates increase 
business costs, thus making higher prices necessary. 
Shelter costs increase through higher mortgage interest 
and the sompistionaog fewer new housing units. To the 
extent that output levels out or declines through action 
of this kind, productivity growth is curtailed and this 
puts additional upward pressure on costs and prices. 
There is no doubt about the cost-increasing 
consequences»of theses policies. | «But, thélipointwds that 
this is not their dominant aspect. While they contribute 
to rising costs on the one side, they dampen the demand 
for output, labor and finance on the other side to such 
an extent that the net effect is to diminish price and 
cost increases as slack develops in these various markets. 
As demand falls business firms find it more difficult to 
increase, or indeed even to maintain, price levels. Less 
buoyant sales and falling profit margins lead to cost- 
cutting measures and to cutbacks on hiring and expansion. 
Production slow-downs, weaker demand for labor and rising 
unemployment make it more difficult for wage and salary 


earners to extract such large income increases, 
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Eventually, perhaps after a prolonged period, the 
spiralling process of cost and price increases is 
brought under control. 

There is a good deal of evidence in the 
history of many countries which shows that inflationary 
Situations can be brought under control through budgetary 
and monetary verano How extended the period of 
restraint has to be, and for how long the accompanying 
losses of output and higher unemployment have to be 
endured, depends upon how quickly the size of price and 
income increases moderates in response to the dampening 
of market demand for goods and labor. The slower the 
résponse, the greater the loss of production:and: jobs 
during the period in which inflation is being brought 
under control. 

Given the entrenched expectations of continuing, 
severe inflation that were so widely held only a year or 
two ago, some more direct means of bringing about an early 
and substantial moderation of price and cost increases 
was urgently required. The proposals put forward by the 
Prices and Incomes Commission in 1969 and 1970 to involve 
all groups in the community in a joint effort to scale 
down price and income increases directly were intended 


to permit the authorities to shift sooner and more 
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decisively toward expansionary budgetary and financial. 
policies. Had this been possible, there is little doubt 
that economic activity would have been higher this winter, 
and unemployment lower. 

What are the economic prospects’ that’ face-us 
as we look ahead? It should first be acknowledged that 
efforts to check the rise in prices have made remarkable 
Progress. Over the 12 months ending in February, consumer 
prices rose only 1.7 per cent, the third successive month 
in which the year-to-year increase has been under two per 
cent - a rate that has come to be regarded in this country 
as reflecting reasonable price Stability. Only a year ago, 
in February, 1970, the rise in consumer prices over the 
previous 12 months had been no less than five per cent. 

There are, however, a number of qualifications 
which we would do well to bear in mind in assessing 
Canada's recent price performance. The first is that if 
the decline in food prices - which has been the result of 
a number of special influences - is excluded, the annual 
rate of price increase for other consumer items has been 
closer to 33 per cent. The second is that much of the 
progress on the price front has been made possible by a 
severe contraction in business profit margins and in farm 


incomes. Neither of these can be regarded as permanent. 
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Finally, it must be recognized that the rise in the 
exchange value of the Canadian dollar in recent months 
has also played an important role in restraining price 
increases, 

The existence of these special factors does 
not change the fact, however, that the prices paid by 
the typical consumer household in Canada have recently 
been much more stable than they have been for many years. 
It is all the more disappointing, therefore, that there 
has been so little evidence as yet of a corresponding 
moderation of increases in salaries, professional incomes 
and wages. 

I want to make it abundantly clear, as the 
Commission has tried to do all along, that the need to 
curb Eheeesiid increases in money incomes in this country 
applies every bit as much - if not more - to the relatively 
well-paid executive, managerial, professional and technical 
groups as it does to the wage-earner who happens to belong 
to a union. In recent months I have had occasion to make 
this point with reference to two professional groups about 
the size of whose recent income gains I have some direct 


knowledge, namely university professors and public service 


economists. 
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In arguing the need for an early and substantial 
moderation of the size of wage and salary increases, the 
Commission has never meant to imply that some special 
degree of responsibility for our inflation problems rests 
with the wage-earner in general or organized labor in 
particular. On the other hand, wages and salaries account 
for more than 70 per cent of net national income. Thus it 
should be readily apparent that there is no way in which 
wages and salaries can be exempted from the need for a 
moderation of income increases generally if the degree of 
price stability achieved in recent months is to be 
consolidated in the months ahead. 

it 1s important to understand why this ts the 
Gase. For any given rate of productivity improvement 
price increases cannot be reduced without a corresponding 
reduction in income increases. The price of a good or 
service is, after all, the source of the incomes received 
by those who participate in its production and sale. 
Therefore, if prices are to rise less rapidly, someone's 
income will have to rise less rapidly as well - that of 
employees, management, the self-employed, farmers, share- 
holders, property owners, investors, or the incomes of all 


these groups at the same time. 
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Over the long term, if we are to achieve and 
maintain reasonable price stability, the average size 
of pay increases cannot greatly exceed the average increase 
in production per person employed. The latter is after all 
the only source of improvement in average economic well- 
being. In Canada, with substantial yearly fluctuations 
and substantial differences among industries, output 
increases per person employed average about 25 per cent 
per year. If pay increases are greatly above this, the 
difference must be offset by a progressive reduction in 
other income shares or by a corresponding general rise in 
prices. In the immediate future there would seem to be 
little scope for a further contraction of the’ share of 
profit-type income, which is currently as small as at any 
time in the post-war period, without seriously affecting 
the willingness of business firms to invest in renewed 
expansion. What average level of pay increase, therefore, 
is compatible with continued price stability under present 
circumstances? 

This should not be difficult to see. If 
productivity increases each year by around 23 per cent 
on average, if the current rate of price increase of under 
two per cent a year is to be maintained, and if there is 
to be any relief at all from the current squeeze on farm 


incomes and profits, it is difficult to imagine how wages 
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and salaries can increase at an average rate much in excess 
Of four to five per*cent. This need not, however, leave 
wage and salary earners on average worse off in any real 
sense than they would be otherwise. The real value of any 
given increase in pay is governed by the rate at which 
prices are increasing. Hence a five-per-cent annual pay 
increase when prices are rising by two per cent a year is 
worth just as much as an eight-per-cent increase when prices 
are rising at a five-per-cent annual rate. 

I began my remarks today by suggesting that no 
easy way had yet been found of dealing with the cost and 
price problems which are likely to be encountered in trying 
to operate an economy at high employment levels, and that 
these constitute the main obstacle to sustained economic 
expansion. I am very much aware that the tiresome reitera- 
tion of the need for restraint by people in positions of 
public responsibility is often interpreted as evidence of 
some curious puritanical aversion to the enjoyment of economic 
expansion. 

The truth is more prosaic. Responsibility makes 
even the most passionate advocate of expansionary policies 
aware that their successful application for any length of 


time depends crucially on the behavior of costs and prices. 
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’”JOHN’H. YOUNG, CHAIRMAN OF 
THE PRICES AND INCOMES COMMISSION, TO THE HOUSE COMMITTEE 
ON HEALTH, WELFARE AND SOCIAL AFFAIRS REGARDING THE MAIN 
ESTIMATES OF THE PRICES AND INCOMES COMMISSION FOR FISCAL 
YEAR 1971-72 


Mr. Chairman: 


Your committee has before it today the main 
estimates for the Prices and Incomes Commission for fiscal 
year 1971-72. These Estimates show a financial require- 
ment for the Commission for this year of $1.976 million 

It should be noted that these Estimates have 
been prepared on the assumption that the Commission will 
conclude its work on the date set out on its Order-in- 
Council, namely Dec. 31, 1971. Therefore, the amount 
being requested does not cover an entire fiscal year. 

In view of the fact that Supplementary Estimates 
"C" has recently been tabled in the House of Commons 
showing an additional requirement for fiscal year 1970-71, 
Gt might be useful if’ T’ reviewed briefly the’ financial 
requirements of the Commission since its inception in the 
Spring of 1969. 

As was mentioned to the committee last Spring 
when the Main Estimates of the Commission of 1970-71 were 
before it, the initial financing of the Commission for 


fiscal year 1969-70, was provided through Treasury Board 
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Vote 5 (Contingencies) with Parliament later approving 
this action in the normal manner through the voting of 
Supplementary Estimates in December, 1969. 

Since Departmental Program Forecasts for 
fiscal year 1970-71, on which Estimates for that year 
were based, were submitted to the Treasury Board prior 
to the establishment of the Commission, an arbitrary 
figure of $1 million for the Commission for fiscal year 
1970-71 was set during August, 1969, on the understanding 
ieee Cie Preparation of Main Estimates for 1970-71, would 
be governed by the development of the Commission's program. 

At the time of the preparation of Main Estimates 
fore. /0—-J1, during the fall of 1969, there were several 
uncertainties. In the first place, the total scope and 
size of the Commission's research program had not been 
determined. Secondly, it was not clear as to whether there 
would be a price review program during 1970. In fact, the 
holding of the National Conference on Price Stability was 
not announced until Jan. 20, 1970. 

For these reasons, the Treasury Board decided 
that for the purpose of preparing the Main Estimates for 
1970-71, the figure of $1 million which had been set during 
the summer of 1969 should be used, on the understanding 
that when the situation was clearer, the Commission would 
present to the Treasury Board its total financial require- 


ments for fiscal year 1970-71 for the program then in place. 
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This fact was communicated to this Committee on April 9, 
and May 5, 1970. 

As a result of the National Conference on Price 
Stability and the Federal/Provincial Conference of First 
Ministers, both of which were held in February; £99709 othe 
Commission proceeded to organize the price restraint 
program. During the spring of 1970, the Commission 
formulated its total cinerea requirements for 1970-71, 
including the administration of the price restraint program, 
the related communications program, and the total research 
program. 

Last spring the Treasury Board approved a total 
budget for the Prices and Incomes Commission for fiscal 
Yeamel970-71° of $2.85 'million,van tneréasécofi $1ea85nmilhion 
more than that already approved by Parliament. fThis 
addition would, of course, have to be submitted to Parlia- 
ment in the form of Supplementary Estimates. While this 
sum did not include provision for the wage and salary 
review work of the Commission resulting from the wage and 
salary guideline proposals subsequently put forward at 
the Federal/Provincial Conference of Ministers of Finance 
and Provincial Treasurers on June 5, 1970, the Commission 
took certain management decisions on the allocation of 
financial and staff resources which has permitted this 


activity to be financed from within the approved budget 


level. 
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With the passage of time since the Treasury Board 
approval referred to, the Commission has found that it can 
operate its program within a budget figure of $2.25 million, 
an ancrease of $1.25 million.” While ‘this amount has not 
yet been approved by Parliament, it is a closer reflection 
of the actual situation. The House Committee on Miscella- 
neous Estimates has already discussed the Commission's 
1970-71 requirements. : 

Before I conclude, Mr. Chairman, I would like 
to make a few remarks about the work of the Commission in 
1 a 

The progress made by Canada in checking inflation 
in 1970 has affected somewhat the role of the Prices and 
Incomes Commission. In 1971, the Commission is. maintaining 
its surveillance of important changes in prices, costs and 
profits in the economy, will continue to conduct investi- 
gations and issue reports of particular price and income 
increases and inform the public and governments of the 
relevant facts. With the termination of the price restraint 
criteria and the associated wage and salary guideline on 
Dec. 31, 1970, these reviews will not, however, be conducted 


within the context of specific price and pay criteria as 


Im 2970. 
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Mr. Chairman, the White Paper, "Policies for 
Price Stability" which was published in December, 1968, 
and which envisaged the creation of the Prices and 
Incomes Commission, pointed out that, 

"the present policy tools are not sufficient to 

resolve the very real conflict that exists at 

the present time between the objectives of 

maintaining high level employment and restoring 

the price stability that is necessary for 

sustained economic growth." 
Since it began its work, the Commission has been carrying 
out a comprehensive and far-reaching research program 
into every aspect of the inflationary process in Canada. 
The Commission and the Government remain convinced that 
there is an urgent need to find more effective and less 
costly ways than are now available for dealing with the 
threat of a recurrence of inflation. The Commission 
intends, therefore, to press ahead towards the completion 
of its program of research studies so that its findings 
and recommendations can be made public during the course 
2 AR 

Mr. Chairman, perhaps this is enough by way 
of introduction. I have with me my colleagues Mr. Barrow, 
Mr. Freeman and Mr. Haythorne, as well as Mr. Berger, the 
Secretary of the Commission. We will try and answer any 


questions that you may have. 
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INFLATION AND UNEMPLOYMENT 


A centenary year is a good time to reflect 
on what has happened in the past and to consider what might 
be done in the future. This is what I would like to do in 
discussing inflation and unemployment. 

rt°is just [0 Years ago that a group Of Us 
from business, the trade union movement, government and the 
University met out at the campus on Point Grey for a series 
of Saturday morning eohtetances On unemployment. As you 
May remember, the winter of 1960-61 was the worst winter of 
unemployment in the post-war period and then, as now, there 
was a good deal of questioning about the objectives and the 
performance of the economic managers. 

Let me remind you of what had gone before. 
We had had a recession in 1954 and there were those who 
felt that this foreshadowed an extended period of bad times. 
This proved to be an inaccurate forecast and it was not long 
before the economy changed direction. Then, as now, people 
wanted to get the economy back on to a path of strong but 
sustainable economic expansion. The attempt to do this was 
not successful. Well before the economy reached the low 
levels of unemployment of the early post-war years, or the 
low levels of unemployment achieved in more compact, homo- 
geneous economies, demand pressures in some parts of the 


country had set off substantial price and cost increases. 
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The concern generated by this outbreak led to monetary and 
fiscal restraint, and this, in addition to the evelical 
forces at work during the period, led to the recession of 
LO 57— 58. 

This boom of the mid-fifties was an important 
milestone in post-war history. This was the first time that 
an outbreak of inflation in Canada appears to have generated 
the expectation of more inflation to come. In many ways it 
Was surprising that the public's lack of résponsiveness to 
price increases had taken so long to change, but after the 
post-war and Korean inflations and more than a dozen years of 
observation that what went up rarely came down again, the 
public had finally become accustomed to the idea that 
inflation today probably implied inflation tomorrow. This 
was one reason why in 1957-58 there was a period when 
unemployment was rising and prices and costs were continuing 
to increase. This provided the basis for the view held by 
some that North America had joined parts of Europe in suffer- 
ingetzom,a form of,."cost-push",..inflation,and that, traditional 
remedies were no longer appropriate. 

Whether appropriate or not, or whether jud- 
iciously used or not, the traditional instruments of policy 
killed, or more accurately over-killed,that particular bout 
of inflation. The recession of 1960-61 which provided the 


background for the meetings at the University of British 
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Columbia 10 years ago followed hard upon the abortive ex- 
pansion of 1959 and by early 1961 there was general agree- 
ment that the central issue was how to encourage economic 
expansion. 

Even then, however, enough of us at these 
meetings had been struck by the experience of 1955-58 to be 
concerned that care should be taken in the subsequent expan- 
BwOnetOo avoidiéa repetition of the events through which we 
had just passed. 

We all know what happened. The Canadian public 
was fed up with unemployment and as the expansion moved for- 
ward without any sign of serious price and cost problems, the 
urge was to press onward and upward to see how much could be 
got out of the economy in the way of employment and output. 

Thus, about a decade after the previous out- 
break of price and cost increases, the same problem was en- 
countered again in 1965 and 1965. As in all such episodes 
the level of demand pressure was not the same in all parts of 
the country nor were all industries affected equally. What 
happened was that in some sectors of the economy firms were 
able to expand their sales rapidly. This encouraged them to 
hire more workers to produce more output and undertake addit- 


ional construction to expand plant capacity. 
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As they encountered shortages of labor specially 
suited to their kind of work, employers were prepared to bid 
up the price they paid. As this process of bidding for new 
resources was getting under way, the strength of market de- 
mand led many firms to make upward adjustments in the prices 
of the products they sold. Employee groups, faced with a 
buoyant demand for wnatins services and seeing prices respond 
to higher demand, were encouraged to press for substantially 
larger wage increases, the more so as the profits of many 
firms had increased sharply as a result of the rise in output. 

Thus, well before the economy had come close to 
what most people thought was an acceptable level of high em- 
ployment, over-heating in particular sectors of the economy 
began to occur and gave rise, after a lag, to substantially 
higher price and cost increases. 

What followed is recent enough not to need an 
extended description. When it became apparent that the rate 
of price and cost increase was accelerating, steps were taken 
to restrain demand. This first attempt in 1966-67 was a 
rather cautious one, the hope being that if some cooling off 
were allowed to occur this would be enough to bring about a 
reduction in the rate of inflation. It turned out that this 
was not sufficient and when demand picked up again, partly 


as the result of developments in the United States' economy, 
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the inflation developed additional momentum. Thus, when 
more decisive steps were taken late in 1968 to curb public 
and private expenditure, they were taken in the face of 
strongly entrenched inflationary expectations. 

iy shall \comeéubacksiniarminute or soextopthe 
lessons to be derived from the experience we have had with 
restraint in various forms since 1968. There are, however, 
other lessons to be learned from the way in which we got 
into difficulties in the mid-fifties and mid-sixties and 
the way in which past experience has narrowed the choices 
open to the authorities. 

One important group of those who are critical 
of the restraints imposed in the recent period is of the 
view that the right response to an upsurge of prices and 
costs encountered as the economy expands is to accept this 
as part of the price of high employment. This was a widely 
held view not many years ago and it is worth looking at it 
carefully to see to what extent it provides a sound guide to 
policy. Clearly, if a choice were available between accepting 
a measure of inflation in return for maintaining a higher 


level of employment, this would be the choice favored by most 


people. 
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There are plausible reasons for thinking 
that an outburst of unanticipated inflation in an economy 
which has become used to reasonably stable prices would be 
accompanied, at least initially, by a rise in employment to 
some new, higher level. Suppose, for example, that prices 
had been rising for many years at an average annual rate of 
only two per cent, and then began rising at a rate of (say) 
five per cent. With prices rising much more rapidly than 
expected, business firms would reap windfall profits. This 
would provide them with an incentive to employ more workers 
both to raise current levels of output and to expand their 
capacity further. 

You will notice that these gains in employ- 
ment result from the enhanced profitability of business 
operations when prices rise unexpectedly and when the trend 
of production costs - notably wage rates and interest rates - 
remains unchanged. Under what circumstances might these 
windfall profits, and the employment gains that result from 
them, be expected to persist for any extended period of time? 
It is conceivable that the public might have become so used 
to reasonably stable prices in the past that it would continue 
for a long time to regard substantial price increases as a 
temporary phenomenon soon to be reversed. So long as the 


public acted on this belief, the trend of wage rates and 
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interest rates might well continue to lag behind the trend 
of prices, businessmen would continue to earn windfall 
profits, and the initial rise in the level of employment 
would be maintained. 

If, on the other hand, the public should come 
to believe that prices will henceforth continue to rise 
at about five per cent a year, a corresponding upward 
adjustment of interest rates and of the average size of 
wage and salary increases is likely to occur. Thus business- 
men will find their windfall profits evaporating even with 
prices continuing to rise substantially. As profit levels 
revert to normal, so will levels of output, investment and 
employment. The behavior of the real economy is likely to 
end up much the same whether prices are rising at five per 
cent a year or two per cent a year, once the public has 
fully adjusted to the situation. In other words, when 
inflation is fully anticipated it is no longer possible to 
maintain higher levels of employment and output than could 
be achieved under conditions of reasonable price stability. 

Now not all adjustments in the real world 
take place smoothly and completely. Those who argue that 
it should still be possible under present day conditions to 
obtain some additional employment and output by accepting 


somewhat higher rates of price and cost increase than in the 
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past, are counting on the fact that not everyone will be alert 


enough to see what is happening or capable of adjusting fully 
Gatos «if thisaiysrthe tcase) ibteis rerue (that ‘sone<stinulus 

to employment will persist from the differential income gains 
achieved by business firms and others at the expense of less 

fortunate groups in the community. 

There are some awkward problems for governments 
in taking advantage of this possibility. If a government were 
in fact prepared to see prices rise at a considerably faster 
rate in the future than in the past, it might well be expected 
to admit this fact publicly and to make any necessary institu- 
tional changes to help people adapt to the new situation. Thus 
it might take steps to adjust welfare payments, pensions, 
interest rates and similar contractual obligations in line 
with rising prices. Todo so, however, would ‘virtually ensure 
thatiethe public's anticipation ofierandcadjustment: to: further 
inflation would occur very rapidly incl vena generally. 

Indeed, there is yet a further complication. 
Would people believe that a decision to accept an average rate 
of price increase of four or five per cent a year, rather than 
reasonably stable prices, was the end of the matter? Might 
they not conclude that they were witnessing merely the first 
stage of a gradual upward ratcheting of the average Size of 


price increases over time, and take protective action against 
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that possibility? Such an Over-adjustment to rising 
inflation could well mean ending up with lower levels of 
output and employment than those prevailing at the start 
of the process. 

It was considerations of this kind which 
played a major part in the decisions taken in Canada and the 
United States in 1968 to deal firmly with the latest bout 
of inflation. By that time, after more than three years of 
rising costs and prices, it was obvious that the public's 
expectations and behavior were becoming rapidly adjusted 
to the idea that inflation would continue. How else can we 
explain the level of wage and salary increases asked by 
employees and accepted by employers or how do we account 
for the level of interest rates at which people were still 
prepared to borrow? How, also, can we explain the growing 
tendency in 1968 and.1969 for lenders to, insist on \special 
protective arrangements in the form of equity participation 
or adjustable features before being prepared to buy long- 
term securities? 

These developments not only made it essential 
to deal with the inflation but also ensured that the process 
of moving back to reasonable price and cost stability would 
not be an easy one. Thus, when the Commission arrived on the 


scene in mid-1969, the Government was prepared to give its 
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strong support to any initiatives on our part to help ease 
the transition, such as the price restraint program launched 
in 1970 with the backing of the business community. This 
program was intended to supplement monetary and fiscal 
action by bringing direct restraint to bear on price and 
cost increases. The sooner the rise in prices and costs 
could be slowed down, the sooner expansionary policies could 
be resumed and employment opportunities improved. 

Let me conclude with a word about our policy 
options for the future in the event of a renewed threat of 
severe inflation. 

As the Commission has pointed out on a number 
of previous occasions, our present situation still requires 
a further significant moderation of wage and salary increases, 
adequately reflected in the trend of prices, if the country 
is not soon to be faced with a set of unpleasant alternatives. 
Few would be in favor of aborting the expansion and prolonging 
the period of unemployment and foregone output. There would 
also be understandable and well-justified worries about 
resort to some form of direct controls over prices and incomes. 
The third alternative, accepting more rapid and more chronic 
inflation than in the past, may be one that will appeal to 
many. What was said earlier was addressed to this issue and 


I would like to return to it before closing. 
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The central question is whether abandoning 
the objective of reasonable price stability and accepting 
a significantly higher average rate of price increase would 
make it possible to have higher levels of employment and 
Output. The answer turns in large measure on whether we 
are talking about the short run or the Long runs 

Over the short run there are enough people 
who either could not or would not change their behavior to 
make it possible to get a bit more out of the system. Remem- 
bering the speed at which behavior was adapting to inflation 
two or three years ago, it is doubtful that much would be 
gained for very long. What would likely happen is that 
behavior would adapt or perhaps over-adapt to the possibility 
of further inflation to come, and some restraints would be 
required to avoid acceleration. 

If one were prepared to accept acceleration 
of the rate of increase in prices and incomes it would be 
possible to continue to enjoy higher output and employment, 
but it is evident that such a process could not go on for 
very long. 

In brief, then, the acceptance of inflation 
would not give us additional jobs over any extended period. 
Moreover, it would raise serious difficulties in the government's 


relations with the public. If the government were unprepared 
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to admit that it had accepted a more rapid rate of price 
increase, and were unwilling to adjust welfare payments, 
pensions, interest rates and so on, it would be open to the 
charge of misleading the public and fasting to protect 
those least able to protect themselves. If, on the other 
hand, the government were to admit openly that a foalely high 
rate of price increase were to be expected and adjusted its 
institutional arrangements accordingly, the public's 
reinforced anticipation of future inflation would invite 
the kind of cost and price escalation we are witnessing 

in some European countries and have already observed in 
this country's construction industry. 

Ournntask, thenj®ais not tot léarnetolrive, with 
inflation, but rather to find how to achieve and maintain 
ameacceptable develvof. employment without running into the 
kind of price and cost increases which prevent this level 


from being sustained. 
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For immediate release 
May 20, 1971 
ee rey 


__ECONOMIC COUNCIL OF CANADA 
a” 


PRESS RELEASE 
va 


The Economic Council of Canada released today a 
Staff Study entitled "Productivity Change in Canadian Mining 


Industries", by John Dawson. 


This study of Canadian mining was undertaken to 
provide background information and analysis for the Seventh 
Annual Review, "Patterns of Growth", which attempted to clarify 
the basic elements of growth in major groups of industries over 
the past two decades. The Seventh Review pointed out that 
output of the mineral industries increased over the two postwar 
decades at an annual average rate of 8.5 per cent, compared 
with slightly over 4.5 per cent for the whole economy. It 
cautioned, however, that widespread attention focused on the 
rapid growth of “labour productivity" in mining could be mis-— 
leading because these industries have for some time been very 
capital-intensive and have become much more so during the postwar 
period. Under *hese circumstances, it was important to relate 
output increases more adequately to the increases in all 


resources used. 


This Study examines the growth of "factor productivity” =< 
that is, the increases in output other than those accounted for 
by the changes in labour and capital inputs -- in the mining 


sector as a whole and for individual subgroups of mining industries. 
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Dr. Dawson points out that the capital per employed 
person in 1967 dollars increased from less than $25,000 in 
the early postwar years to more than $100,000 in recent years, 
with a particularly large rise in the 1960's. As a result, 
the rate of growth of factor productivity, which had averaged 
more than 4 per cent per year over the period 1947-57, dropped 
to a negligible rate of increase over the period 1957-68. 

The Study goes on to examine factor productivity increases for 
major groups of mining industries over the period 1957-68, 

and finds that the rates of increase were small for most of 
them. For the largest group -- metal mining -- there was no 
increase, although one of the industries in this group -- 

iron mining -- showed a substantial increase. In the mineral 
fuels group, the rate of increase in factor productivity for 
the large crude petroleum and natural gas industry was also 


relatively low in 1957-68. 


A number of reasons for the recent slow rates of 
preductivity increase are suggested. There are long lags 
hetween the build-up of investment, including that entailed 
in exploration, and the subsequent increases in production. 
In essence, the process that is examined is a dynamic one in 
which there is a creation of capacity to meet future, rather 
than merely current, demands. This is a significant aspect 
in industries such as potash and crude petroleum and natural 
gas. In addition, developments tending to increase factor 


productivity may be offset to a considerable extent by the 
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greater amounts of capital employed in exploration and 
development of lower quality, deeper, or more remote mineral 


or oil and gas deposits. 


The author concludes that the longer-run employment 
effects of mining activities are not great, although increas- 
ingly skilled manpower is required. While there are consider- 
able employment effects during the construction stages, the 
general increases in employment in mining are not likely to 
be very significant. Employment may increase in some mineral 
industries, but such increases will likely be largely offset 
by further declines in employment in gold mining and in 
Nova Scotia coal mining. These two ineustries still accounted 


for 20 per cent of total mining employment in 1967. 


The way in which the mineral industries develop is 
of special significance to particular parts of Canada, including 
the Northwest Territories, the Yukon and remote areas in the 
provinces, because they represent practically the only basis 
for commercial activity in these areas. New capital-intensive 
mining developments in remote areas, although not employing 
large numbers of workers beyond the exploration and development 


phases, will continue to add new dimensions to the economies 


of these areas. 
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Address delivered by 
John H. Young 
Chairman 
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but rather to press ahead and attempt to put together a 


narrower arrangement limited initially to restraining increases 

in prices. The National Conference on Price Stability held 

in February, 1970, estab leenee a set of criteria for evaluating 
price increases and this agreement was endorsed by a conference 
of First Ministers in the same month. This enabled us to Cali 

upon the business community as a whole to observe these criteria 
and we established a Price Review Division to maintain surveillance 


Over price increases and to carry out inquiries in particular cases. 


Within the limits imposed by the nature of the agreement, 
the 1970 price restraint program achieved what it set out to do. 
At the end of the year of price restraint our staff were able to 
identify around 100 cases in which proposed price increases 
of some significance had been reduced, postponed or not made at 
all. It is difficult to quantify the over-all effect of this 
program. But in combination with soft market conditions, the 
appreciation of the exchange rate and the price war among 
grocery chains it was one of the contributing factors which 
made the rate of price increase in Canada in 1970 the lowest 


among industrial countries. 


It had been generally recognized from the outset, 
however, that unless increases in costs came under restraint 


as well, any effect of the price restraint program was 


likely to be limited. We were not able to obtain any 


effective support for wage and salary restraint from the 
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union movement and in the end we had to resort toa unilaterally 
suggested upper limit of six per cent. ‘There are differences of 
view as to how effective this was in limiting wage and salary 
increases, but even those who have the greatest faith in this 
kind of appeal would admit that the results were modest. With 
the termination of the price restraint program at the end of 
1970, the Commission stopped assessing price and income increases 
against specific criteria, although we have continued to issue 


fact-finding studies. 


In looking back over the limited success of the 
Commission's efforts to help bring the inflation under control 
with as little unemployment and loss of Output as possible, 
it is easy to conclude that it might have been better to have 
tried something less ambitious. The fact remains, however, that 
there are lessons to be learned from the effort that was made. 
One of the most important of these lessons is that "fine 
words butter no parsnips". General appeals for restraint by 
public figures or general expressions of goodwill by representa- 
tives of interest groups are unlikely in themselves to lead to 
Substantial results... We in the Commission were never of the 
view that much could be accomplished by anything less than a 
closely worked out agreement, with general observance of the 
resulting standards for price and income behavior ensured 
either through discipline of their members by the groups 
involved or through resort to government sanctions. ‘he 


principal difference between an agreed restraint program of 
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the kind we had in mind in 1969 and a mandatory control system 

is in the degree of reliance on compulsion for its enforcement. 

The more co-operation, the less the need for eoereivon? but either 
way any system of price and income restraint must be made 

generally effective in its application or the growing inequities 
created will soon undermine it. Similarly, ‘no ‘system of Festraint, 
whether relying largely on co-operation or largely on the force of Ile 
can hope to succeed unless it is maintained-and phased out during 

a period in which demand pressures in the economy are not excessive. 
In short, a price and income restraint policy can serve only as a 
supplement to, not as a substitute for, effective demand management 


through monetary and fiscal policy. 


While our principal concern has been with inflation as 
a problem affecting the whole economy, the detailed administration 
of last year's restraint program brought the Commission into 
direct contact with the special problems encountered in particular 
areas of the economy. Very early in the day it had become clear 
to us that the construction industry raised problems of particular 
difficulty for the control of inflation and that it was regarded 
by many as a major disturbing influence on wage and salary 
settlements throughout the country. It may be useful, therefore, 
to take a few minutes today to talk about some of these special 


problems found in the construction industry and their possible 


causes. 
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There is no great mystery about why the construction 
industry has acquired such a notorious reputation in the public 
mind as a pace-setter in the inflationary process. In recent 
years wide publicity has been given to construction labor 
settlements in which one union after another has obtained wage 
rate increases far larger than those obtained by the great 
majority of workers, often of the order of 15: toh 209 per cent 
a year or better. In some cases these spectacular settlements 
have followed virol cHeee work stoppages. The public has been 
puzzled by the fact that such large wage increases could be 
obtained under conditions of continuing high national unemployment 
and often in localities where the local construction work force 
has been far from fully employed. It is not Surprising, therefore, 
that the impression has been created of relentless union power 
extracting enormous wage increases from helpless employers 
regardless of economic conditions, resulting in soaring 
construction costs and creating great dissatisfaction among less 


favored employee groups. 


To what extent is this impression of what has 
been happening to wages and costs in the construction 
industry supported by the facts? It must be admitted at 
the outset that the supply of reliable information about 
developments in the construction industry in Canada leaves 
much to be desired, in part because of the inherent 


difficulties of measurement in such a complex and diverse 
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area of economic activity. So far as the trend of average 
wage rates is concerned no comprehensive statistics are 
available on the average size of wage increases obtained by 
construction trade unions under new contract settlements. 
The Department of Labour does publish, however, a statistical 
series showing the average wage rates prevailing in the 
autumn of each year by trade and By tocality.,) Ih ae inter— 
esting to examine the behavior of the average wage rate 
prevailing for ail conetrucuee trades over the country as a 
whole. Over the years 1961 to 1965 inclusive the average 
wage rate in construction in Canada increased by something 
like four per cent a year. In 1961 the increase was only 
two per cent and even as late as 1965 it was still only five 
per cent. Over the period 1966 to 1969 inclusive the annual 
increases were substantially larger, in the range of eight 
to 93 per cent. In 1970, the most recent year for which 


figures are available, the average increase was no less than 


i per cent. 


It seems clear that for the decade as a whole 
construction wage rates have risen at an appreciably faster 
pace than those in manufacturing and most other industries 
with the relative gains in construction wages being particularly 
striking in the late '60s and in 1970. In each of the last four 
years, for example, average wage rates in manufacturing have 


risen by something less than eight per cent annually. 
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It is possible that the relative increase in 
construction wage rates gives a somewhat exaggerated 
impression of what has been happening. Construction 
workers do not seem to have won as large improvements 
in fringe benefits in recent years as have industrial 
workers. It is also the case that annual increases in 
construction wage rates are a relatively poor guide to 
annual increases in the earnings of construction workers. 
This reflects the typically wide variation from Year. to 
year in the amount of overtime worked and in the continuity 
of employment in the industry. In 1970, for example, 
although the average wage rate in construction was 17 per 
cent higher than a year earlier, the rise in average 
hourly earnings in the industry was about 133 per cent and 


the rise in average weekly earnings only about 103 per cent. 


When all these qualifications are taken into 
account, however, it still seems to be the case that in 
recent years the average compensation received by 
construction workers has been rising substantially faster 


than that of most other employee groups. 


To what extent has the impact of these unusually 
large wage gains on the cost of construction been offset by 
improvements in productivity or by a narrowing of contractors' 


profit margins? Unfortunately little firm information is 
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available for a basis on which to answer such questions. 
Extremely difficult problems are encountered in attempting 

to measure the physical volume of output of the construction 
industry, the average numbers employed or man-hours worked, 
the average gains in productivity and trends in proritability. 
Even if the average rate of productivity improvement in the 
industry since the early 1950s has been, as some believe, as 
high or perhaps higher than that for non-farm business as a 
whole, it is clear that such gains fell far short of increases 
in hourly earnings. The National Accounts, which provide 
estimates of the value of new construction expenditures both 
in terms of current dollars and of constant 1961 dollars, 
imply price level increases since 1961 of about 40 per cent 
for residential construction and of about 33 per cent for 
non-residential building. Although the order of magnitude 

of these cost increases may be in some doubt, it seems clear 
that the rise in construction costs in many parts of the 


industry has been substantial and is still continuing. 


No doubt a number of factors must enter into any 
plausible explanation of the behavior of construction wage 
rates since the mid-'60s. One such element was undoubtedly 
the extremely strong upsurge in construction outlays and hence 
in the demand for construction tradesmen which occurred 


during the period 1964 to 1966 inclusive. In each of these 
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three years the level of spending on non-residential 
construction in Canada moved up by roughly 20 per cent. 
This is the area of construction which is most heavily 
unionized and which makes the heaviest demands on the 
limited supply of skilled tradesmen. These workers are 
covered by a multiplicity of local contracts applicable 

to particular trades, which run in many instances for terms 
of three years or even longer. The tremendous upsurge in 
demand for non-residential construction which began in 

1964 was accompanied initially by at least as strong a boom 
in residential construction, although outlays in this area 


rose less vigorously in 1965 and levelled off in 1966, 


Even so the magnitude of the increase in 
construction demand was certain to lead to a major bidding-up 
of construction wage rates, though in many cases the full 
effect was bound to take a considerable time to develop 
because of the high incidence of long-term labor contracts. 
Substantially larger wage increases were obtained initially 
by non-union tradesmen and by unions whose contracts were 
expiring and this created growing wage disparities between 
Such groups and other workers whose contractual rates of pay 
had been established at an earlier date. The fact that the 
full impact of cost increases lagged so far behind the upsurge 
in demand also meant that there was a very sharp initial 


rise in the average profit margins of contracting firms. 
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In the years since 1966, however, increases in 
the total volume of construction spending have been 
relatively modest and indeed at the national level the 
physical volume of construction activity appears to have 
remained substantially unchanged on a high plateau. This 
is not to say, of course, that there have not been significant 
ups and downs in particular types of construction SeLrivity 


and in particular areas of the country. 


It seems plausible, however, that in considerable 
measure the construction wage rate increases which have 
occurred since 1966 represent a lagged reaction to the 
preceding upsurge in demand, the disparities it created 
and the expectations generated by economic events in the 
interval. Among these influences on recent contracts 
must have been the sharp upsurge in overtime earnings in the 
mid-'60s and the substantial increases in the cost of living 


which have occurred since. 


This is by no means the whole story, of course. 
Many observers familiar with the sharp ups and downs in 
activity which have been traditional in the construction 
industry have emphasized the extent to which its behavior 
reflects a reaction to chronic insecurity. In an industry 
where individual contracting firms appear and disappear as 
rapidly as they do in construction, it is not surprising 


that when times are good many firms are impelled to charge 
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all that the traffic will bear. Nor 2S. Ve Surprising that 
construction workers, who are continually being laid off 
from one job without knowing where they will find the next 
one and who have experienced Prolonged periods of under- 
employment, should feel impelled to push up their wage 


rates to the maximum whenever they can. 


It is also clear that the unions in some building trades 
have made significant gains in recent years in organizational 
Strength with a higher proportion of tradesmen as union 
members than was the case a decade ago. It also appears 
that in many cases the bargaining strength of construction 
unions has been used with greater vigor. Contractors! 
associations, on the other hand, seem to have lagged behind 
in developing and exercising bargaining strength, although 
with the current trend toward province-wide bargaining this 


Situation may be on the verge of changing. 


Whatever the relative importance of these various 
influences, it is hard to deny that the relative increase 
in construction labor costs in recent years has been substantial 
and that it must entail significant economic consequences 
for both employers and workers in the industry. It is 
commonplace that much of the demand for construction, 
including that of public bodies and large industrial concerns, 


is rather unresponsive to cost considerations in the short 


: ¢ - 7) 7 
oe 7 
+4 : . :. a, i ,~ an 
‘ * A -, “ a rit 
tsis paiehuawre 34 at sou 6. teed Iliw ofitexs * 
: gia’ 
we 1 oy 
Sto Bisl pated i fasmtsacn S15 ode  exeusew 108398 
; Wy . a <t f 
jxon odd Pati itiw yedd storiw privont alias ‘dot ¢ 
j ing iv 
sebau to abolireq@ Bepaoloig penne tieaxe evan onw 
spaw tisdt au dawg oF bol leq toot. Biuore 30m 
2 ; y “49a 
; : nee yout 1 isveneriw rigor 60m fz oF 
‘be scibftud omoe nk ehokas edd tei3 Baio ovis et $I ay 
nqitss tus pac oi cena), Pind f#S0e1 ni. enisp tnsottinapte | sbem SVB 
in 
olny es aomeebsxt io soetstogozg tefdpid # atiw ‘Ae 
: - or L 
exssadas coals tI .ops Sbsoeb Ss ag62 sci e6w sit sisi 
7 38 tes ry 
notsousgenop to d¢pnerzse pninisp™ (ed Sit 29269 yas ne “38 
‘ayotosisaod .topiv tedsesp Atty, bear need gad @ a9. 
: i 1 
britied heposl evs oF moese bred ssahto emo ao doo setodall 
dpfods is ,ftpasize poiintepisd pileiorsne bes —— 
, . coll ore. 
‘44 prinisersd sbiw-8onivoig PIswos Boeis fost3w9 edt es 
-onipasds to spxay sit qo ec yem noise 
} wr 0 
avorisy geods to somssiogms gviszelos odt sevessnw 
i easeiont ‘ovissies edt tedz yeh of bused ef $i _B€ neu L 
sh; 16) an 
fstenstedus nosd esi atasy Snecet HA eteo> todel nota tiem 
. a i 
g90n PSBMOD okmonoos yasoitbapts lisse9. seum Fy 
at) eS ae awbak eds mi erex70% Dns sxayol gms 
fa + an 
,fottoustenoo 102 basmob od to dum 3 
~enzeonop Ls titeubnt episl bis setbod i tay to 4 & 
0) gy) a ae 
‘ y i. nS _ im i ~ 4 
» | trode edd ni, enotssuebtasoo teoo of. 
ya Eo : tae vie 
v 5" ‘ * A , ; 7 
it {ot : ! : 
¢ ra a we) Ga 


- 12 = 


run. It is also true that the industry, by its very nature, 
is sheltered from foreign competition. Even so, however, 

it is difficult not to believe that the extent to which 
wage rates have been pushed up in the industry has been 
pricing some construction projects - and some construction 
workers - out of the market. Some familiar examples come 

to mind. Many operations formerly performed on construction 


Sites by tradesmen have now been Supplemented by the 


-assembly of prefabricated items manufactured elsewhere. 


Maintenance and construction jobs formerly performed by 
outside construction tradesmen are now done by the regular 
Staff of large industrial firms. For some kinds of building 
projects contractors employing union tradesmen are beginning 
to find themselves unable to bid competitively against non- 
union contractors. Over the last four years there has been 
a progressive decline in the average number of hours worked 
per week in construction and a substantial rise in the 


average number of unemployed construction workers. 


I am very much aware of the deficiencies of this 
sketch of the problem of rising costs that has arisen 
in the construction industry in recent years. There is a 
great deal more that we need to know in order to identify 
with any certainty the major causes of the industry's present 


Malaise or to prescribe appropriate remedies. 
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A good deal of effort is now being devoted to this 
problem both within the industry and elsewhere, and given the 
size and strategic importance of the construction industry, 
it is very much in the interests of the country as a whole 
that these efforts be pursued vigorously. There are many 
thoughtful people in the industry who are increasingly 
concerned about its future health if recent trends continue. 


Thas ‘in itself, I would Suggest, is a hopeful sign. 
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This is the second time I have had the pleasure of 
addressing the Empire Club. In such a situation, there is 
perhaps a natural tendency for a speaker to look over what 
was Said before to see how far it will be necessary to 
explain any alteration of views. There was some relief in 
finding little to change after two years but by that very 
token I was led to reflect on some of the things we on the 
Prices and Incomes Commission have learned in the interval. 


This provides the substance of my remarks today. 


Let me begin by reviewing the three topics 
discussed two years ago under the title, "What Price for 
Price Stability?" ‘The first point made was that the case 
for tolerating inflation and learning to live with it was 
a weak one. The Commission's view on this subject has 


not changed. 


The second point made was that the process of 
controlling an inflation of the kind existing in 1969 was 
going to be a long and painful one unless an assist could 
be given by incomes policy. The events of the last two years 


have only reinforced this view. 


Finally, it was argued that the kind of initiative 


which we proposed in 1969 could provide help in dealing with 


the problem. 
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That initiative had many similarities to the 
one recently undertaken by the Government of the United 
States. We sought, as they have, to obtain broad support 
among the major economic groups for agreed limits on 
increases in wages and salaries, prices, rents, professional 
fees and so on. While this was often described as a 
voluntary scheme, it was envisaged from an early stage that 
governmental intervention on a Significant scale would be 
required to ensure that the program was sufficiently 


comprehensive and effectively administered. 


The crucial difference between the effort made 
im this country.and. the present.U.S.-program,is’ that, the 
eiericans acted ata, time of crisis with, as strong national 
consensus and imposed an initial freeze under the force of 
existing. iaw.... Even .with.all that in theix tavor, at.is 


evident that the task is not proving to be an easy one. 


This.leads.me,.to.the first point.I.wish to.discuss. 
The difficulty of obtaining a national consensus was the 
first lesson we were in the process of learning two years ago. 
Many feel that this is simply a matter of persuasion. ih 
only the public could be made to understand that under certain 
circumstances the acceptance of a set of rules limiting price 


and income increases can be helpful in achieving a better 
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economic performance, then a consensus should be relatively 
easy to obtain. Others are of the view that it is the force 
of economic events rather than persuasion which makes possible 


widespread public support for measures of this kind. 


The recent experience of the United States provides 
some support for the latter view. For almost three years 
leading figures in the U.S. Administration took the position 
that price and income controls were both ineffective and 
undesirable, and did their best to persuade the American 
people of this view. As events developed, with domestic 
inflation showing few signs of abatement and the international 
position of the United States worsening rapidly, there was a 
rising tide of demands for action. In the end, the Administration 
abandoned its attempts to persuade the public that direct 
intervention was not required and took steps in the direction 
of controls which were stronger and more decisive than most 


of its critics had been demanding. 


A second point arising out of our experience in 
running the price restraint program and in the work we have 
done on future contingency plans is that there are many 
difficult issues to resolve in the application of a price and 
income restraint program to a complex market economy. This 
came aS no surprise to us nor to those in the U.S. Government 
who have been responsible for setting up their program. 
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All professional economists are exposed at some 
time or other to the thoughts of the father of the science, 
Adam Smith, and many of them share his scepticism about direct 
governmental intervention. Thus the following comment from 
the Wealth of Nations, written 200 years ago, often strikes 


a responsive chord: 


"The statesman, who should attempt to direct 
private BAG ie in what manner they ought to 
employ their capitals, would not only load 
himself with a most unnecessary attention, 
but assume an authority which could safely 
be trusted, not only to no single person, 
but to no council or senate whatever, and 
which would nowhere be so dangerous as in 
the hands of a man who had folly and 
presumption enough to fancy himself fit 


to eExercise..it.s" 


A copy of this statement should perhaps be included 
in the training kit of all incomes policy apprentices. The 
economic system of a modern industrial country is a highly 
complex organism which at any point of time is responding to 
past changes in the forces acting upon it, is beginning to 
respond to new forces and is ready to react in the future to 


forces which have not yet come into play. Direct intervention 
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in this process through prices and incomes policy cannot be 
made sufficiently flexible and subtle to reproduce these 
results. Relative prices and relative incomes move differently 
under a system of price and income restraint than they would 

in its absence, and in time the allocation of resources will 
begin to change accordingly. This will entail some costs 


in terms of economic efficiency. 


These costs would be relatively low when a syszem 
of price and income restraint was first introduced but 
would tend to grow over time as the system failed to reproduce 
in detail the kind of subtle response induced by the price 
system. If, however, the program of restraint were not kept 
in effect for too long, and if it were able to respond at 
least in part to the economic forces acting on the system, 


then the costs of such a policy might be fairly low. 


These are not the only costs of using incomes 
policy. A price and income restraint program limits the 
freedom of employers and employees to set wages either under 
collective bargaining or under other arrangements. 
Similarly, it limits the freedom of those making business 
decisions to determine at what price they will sell the 
goods and services they have produced. Such an interference 
with private decision-making imposes political and social 


costs which are additional to any economic costs. 
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Given that the past record of incomes policy in 
a number of countries of the world is to say the least 
a bit chequered, it is perhaps surprising that incomes 
policy is kept in the arena. The answer is probably quite 
Simple. Faced with an inflation which has developed 
considerable momentum and vigor, governments are often 
confronted by a short-run choice of alternatives: one 
allow the inflation to continue unchecked; two, to have 
a prolonged period of high unemployment; or three, to try 
to get some contribution from incomes policy in reducing 


both inflation and unemployment at the same time. 


A third lesson which emerges from our experience 
over the last two years is that basic differences of view about 
the causes of the kind of inflation we have been experiencing 
recently need not lead to differences of view about the 
usefulness of incomes policy. This iS a surprising conclusion 


which requires some explanation. 


first of all, Vt. should bs calico cnet there is 
little difference of view when the inflationary situation is 
a straightforward one of excess demand pressure on the 
economy. There may not be any precise agreement on what 
constitutes over-full employment, but inflations such as those 
of 1955-57 or 1965-66 do not lead to differing interpretations. 
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When, lhowever,a high level of price and income increases 
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persists over an extended period of economic slack, the 


arguments begin. 


It used to be thought that those who saw the 
explanation of this phenomenon as basically a problem of 
excess demand in the past and anticipation of high demand 
in the future would have a different prescription for 
dealing with it than those who placed stress on increases 
in costs and prices brought about through the market power 
that labor unions and corporations now possess. Those supporting 
a demand interpretation could be expected to argue in favor 
of the use of demand policies alone to bring the economy 
around, while those supporting a cost-push interpretation 
would, in general’, favor direct governmental intervention 


im, one form or another to restrain price’ and income. increases. 


As our work progressed and events unfolded, it 
became increasingly clear to the Commission that in modern 
economies the decision to use or not to use incomes policy 
did not depend on holding any special view about the causes 
of persisting inflation. In particular, we came to the 
conclusion that it was not necessary to believe that the 
market power of labor unions and large corporations was a 
crucial factor in bringing about excessive wage and price 


increases in order to adopt the position that under some 
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circumstances incomes policy could make a contribution 


eo; Te CONtrOl Of inflation. 


Those who hold the market power view of inflation 
believe that if the economy were made up of competitive 
firms and competitive markets for labor, then once the 
pressure of demand was removed, prices and incomes would 
stop rising and the inflation would come under control. 

This has not happened. It follows that it 1s the absence 
of competition, i.e., the market power of unions and 
corporations, which enables them to avoid reacting to 
Changes in market conditions. © For ‘the sake of brevity I 
have caricatured this line of reasoning, but this is the 


Dare bones, of Tt. 


Now, if one has in one's mind the most simple 
example of the traditional competitive firm -- a relatively 
self-sufficient family farm -- it is clear that the reaction 
to a change in demand is as straightforward as an over- 
simplified demand-pull theory of inflation implies. A fall 
in demand on a competitive market for farm products would 
lead to a fall in prices. A farmer who owns his farm and 
operates with family labor and few non-farm costs might 
just as well keep producing since it is better to earn 


something than nothing. Thus output would remain high, 
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but prices would fall and the income of the farmer and his 
family would fall at the same time. In short, a reduction in 
demand would lead to a sharp response in the rate of increase 
of money prices and money incomes. There would be complaints 
about the instability of prices and incomes, but there would 
be no unemployment or significant loss of output as a result 


om bringing the inflation wnder contro... 


Once the enterprise becomes more complex, however, 
with inputs coming from several independent quarters, the 
reaction to a fall in demand after several years of inflation 
is quite different. Instead of prices falling sharply in the 
face of a decline in demand,and production being maintained by 
an equally strong fall in the incomes of those working, there 
is a tendency for prices to be maintained or increased while 
wages and salaries continue to rise. The result is a decline 


in the growth of output and a rise in unemployment. 


It might be thought that this loss of output and 
rise in unemployment would not last long. After all, once 
it is clear that there are more people available for jobs 
than jobs available, it might be expected that competition 
among wage and salary earners for the existing jobs would 
lead to sharp downward adjustments, thus reinforcing the 
effect on prices of competition among firms to protect their 


share of a contracting market. 
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In fact, however, these adjustments do not 
occur at all quickly and smoothly in an economy which has 
developed considerable inflationary momentum. There are 
particular cases where the change in circumstances is 
sufficiently drastic to lead to major price and income 
adjustments. In general, however, even in those areas 
directly exposed to market forces, the response is much 
more sluggish, while in those sectors of the economy more 
insulated from the market, prices and incomes in many cases 


show even less response. 


When people see an entrenched inflation persisting 
in this way well into a period of slack demand they are 
inclined to focus their attention on some well-publicized 
union wage settlements, or on the more noticeable increases 
in the prices of major firms, and to describe the process 
as one of cost-push resulting from the market power of major 


unions and corporations. 


An alternative explanation of what we have been 
observing in the last two years or so puts much greater 
emphasis on the part played by institutional lags in the 
process of adjustment and by persistent expectations of 
continuing inflation. In 1969, after a period of over 35 
years in which the price level has been moving in an 


upward direction, a period of nine years of uninterrupted 
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economic expansion and more than four years of rapid inflation, 
it was not to be expected that it would be easy to change 


people's view about the likelihood of future inflation. 


ine Lact. that yousoo mot tnave to accept market 
power as the main explanation of continuing inflation to 
see a useful role for incomes policy is well illustrated 
by recent events in the United States. Prior to the decision 
of August 15th, one of the most forceful advocates of the 
market power diagnosis was our famous expatriate, the 
president-elect of the American Economic Association, 
John Kenneth Galbraith. As I am sure you all know, 
Professor Galbraith believes quite strongly that recent 
inflation is particularly associated with the price-raising 
activities of corporations and to a lesser extent unions. 
Over many months this view of the economy was rejected by 
the Nixon Administration and as recently as July 1971, a 
newspaper article by Paul McCracken, Chairman of the CouneL): 
of Economic Advisers, described Galbraith's view of the 
nature of the price system as one still common among 
uneducated people and unusual only in being held by the 
President of the American Economic Association and in being 
described by him as new. Within a matter of weeks, however, 
the U.S. Government appeared to adopt Galbraith's policy 
prescription of wage and price control. Was this the result 
of an overnight conversion to a Galbraithean interpretation 


of the economy? The answer is clearly no. 
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The scheme introduced in the United States is a 
temporary one aimed in principle at virtually all wages and 
prices, with the degree of selectivity of control being 
dictated by administrative considerations. The predominant 
view held in Washington does not seem to have changed greatly, 
namely that recent inflation is primarily a reflection OG 
continuing expectations of rapid wage and price increase drawn 
from past experience and only to a limited extent influenced 


by institutional developments. 


The fact that the American program is temporary 
indicates the difference in interpretation. If one supports 
the market power view of inflation, then the problem can 
only be met on a continuing basis by a permanent system 
of controls, or by fundamental institutional changes which 
reduce the power of unions, Corporations, professional 
associations and other groups to influence the determination 
of their prices or incomes. Such institutional changes may 
well be desirable on other grounds, but given the Gate Leu ty 
of altering the whole structure of our economy, are not 
likely to provide an answer in the near future. A Galbraithean 
view of the economy tends to lead, therefore, to a permanent 
system of controls, while the analysis of inflation of the 


U.S. Administration leads to a temporary program, 
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The difficulty of keeping these distinctions 
clear is well illustrated by the recent report of the Senate 
Committee on National Finance. There is much in this well- 
written report with which one can agree, including the 
Committee's view that given the present structure of the 
Canadian economy, there is need for greater realism about the 
level of unemployment consistent with economic stability. 
Their emphasis on the importance of recognizing lags in the 
response of the economy to changes in economic policy is 
also a lesson which bears repeating. My colleagues and I 
found the discussion of incomes policy much less satisfactory. 
While the Committee saw some possibilities for the limited 
use of incomes policy, on the whole they took a negative 
position towards guidelines and controls. This negative 
position was in part based on a strong dislike for direct 
interference in the economy but also in part on the mistaken 
view that "one basic condition for the use of peacetime 
controls would be the acceptance by the authorities of a 
cost-push inflationary diagnosis strongly related to the 
exercise of market power." Since the Senators are dubious 
about this explanation and instead stress lags, expectations 
and international influences in explaining the persistence 
of inflation, they conclude that there can be no strong case 
for controls. It will be apparent from my earlier remarks 
that the view of the inflationary process held by the Senate 
Committee does not necessarily lead to the Committee's 
negative conclusions on incomes policy. 
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Even if one takes the view that, with some 
exceptions, unions and major corporations are no more 
responsible for inflation than the rest of us, does it 
follow that their co-operation is unimportant in helping 
to make an incomes policy a success if a decision is 
taken to use it? The answer to that question is clearly 
no. Those who make decisions affecting a large number of 
prices and a wide range: of wages and salaries are obviously 
in a crucial position to help or hinder the success of a 
program of direct intervention. We are seeing a striking 


demonstration of that in the United States. 


When we met with business leaders at the end of 
1969 and early 1970 to see whether they would Support a 
program to restrain prices, even in the absence of comparable 
restraints on wage and salary increases, some of them said 
that this would be interpreted by the public as an admission 
of guilt on the part of the business community. These views 
did not prevail and we went ahead. I think it is a fair 
statement to say that the public did not in fact DUE thts 
interpretation on business support for the program. They 
expected a measure of leadership from those in the community 
who were in a position to give it. While there was widespread 
disappointment that this initiative did not lead to a more 
comprehensive and effective set of arrangements, it was 
recognized that a genuine attempt had been made to contribute 


to the solution of the problem. e 
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The aim was to help reduce the loss of jobs and 
output involved in getting the country out of a severe 
inflation. If the occasion should arise againgrti Sato 
be hoped that the lessons drawn from this previous 
experience and the renewed and expanded Support of all 
groups in the community will lead to a more effective 


program for achieving this result. 
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